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ADMINISTRATOR PRUITT SPEAKER REQUEST FORM
U.S. Environmental Protection Agency

Person to contact for speechwriting purposes:

Person to contact for media purposes:

Origin of Invitation:

Day of Event Point of Contact:

Security Contact:

Is the organization or host of the
event a registered 501(¢c)(3), (4),
or has a 527 Pelitical Action Committee (PAC):

Will there be a presentation of a “gift”
to the Administrator?

If so, what is the US currency value of the
gift?

Will a meal be provided, if so what is the US
currency value?

Lisa Wallenda Picard, Vice President, NTF
Ipicard@ turkeyfed.org

202 898 0100

703 431 5764

Keith Williams
Keeth.Williams@turkeyfed.org
202 898 0100

Lisa Wallenda Picard, Vice President, NTF
Ipicard@ turkeyfed.org

202 898 0100

703 431 5764

Jennifer Zukowski Dansereau
JDansereau@iurkeyied.org
202 898 0100

5082212763

Jennifer Zukowski Dansereau
JDansereau@turkeyfed.org
202 898 0100

5082212763

___NTFis a 501 c6. Wedo have a PAC but this is not a PAC event.

N/A

Breakfast available if desired — value TBD

Please return this form completed to scheduling@epa.gov and Sydney Hupp (hupp.svdnev@epa.gov).
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To: Pruitt, Scott[Pruitt.Scotti@epa.gov]

Cc: Konkus, John[konkus.john@epa.govl; Miller, Beth{Miller.Beth@epa.gov}; Miller,
BettyJo[Miller.Bettyjo@epa.govl; Miller, Clay[Miller.Clay@epa.gov]; Miller, Dale[Miller.Dale@epa.gov};
Oczkowski, Autumn[Oczkowski.Autumn@epa.gov]; Miller, David[Miller.Davidd@epa.gov];
Miller.dorothy@Epa.goviMiller.dorothy@Epa.gov}; Miller, Gregory[Miller.Gregory@epa.gov}, Miller, Jesse
A.[Miller.JesseA@epa.gov]; Miller, Jesse[Miller.Jesse@epa.gov}

From: Cheryl Wanko

Sent: Wed 10/25/2017 12:07:52 PM

Subject: Allowing scientific discussion

Secretary Pruitt:

Many Americans who value science, the environment, and the lives of humans and other species are
concerned about your multiple efforts to silence climate scientists in the EPA. The current flagrant
occurrence of censorship was your denying three EPA scientists from speaking at the State of the
Narragansett Bay and Watershed Conference this week. There is no reason the EPA, as a scientific
policy and protection administration, should be preventing the distribution of scientific knowledge to the
American people.

In addition to your other actions as EPA secretary, this most recent one shows that you are aware that
science proves the existence of human-caused climate change, and that you are aware that we must
adjust both present practice and future planning to meet the challenges of the increasing danger. There is
no reason why you would take such pains to staunch the free flow of ideas unless you knew they were
true ones that threatened the status quo of the wealthy and powerful of our nation. Censorship is not what
the United States is about, and we are worried that you are part of a leadership that will move our country
into continuing fear and ignorance.

Please explain to us why you are silencing scientists.
US citizens want to know.
Cheryl Wanko

994 Stargazers Rd
Coatesville PA 19320
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To: Grantham, Nancy[Grantham.Nancy@epa.gov}; Freire, JP[Freire.JP@epa.gov}

Cc: Leah Varjacquesilvarjacques@theatlantic.com}; Flynn, Mike[Flynn . Mike@epa.gov}, Reeder,
John[Reeder.John@epa.gov}; Breen, Barry[Breen.Barry@epa.govl]; Brian
Jimenez[bjimenez@theatlantic.com}; Pruitt, Scott{Pruitt. Scott@epa.gov]

From: Ashley Kenny

Sent: Tue 5/30/2017 6:17:41 PM

Subject: Re: IMPORTANT: Rescheduling Interview with The Atlantic

Hi all,
Is 1t possible to confirm our interview for this week? Is the EPA refusing to comment? We
simply need confirmation one way or another.

Best,
Ashley

Ashley Bloom Kenny
Senior Producer, The Atlantic
202.266.7963 | 248.229.7795

On Thu, May 25, 2017 at 6:38 PM, Ashley Kenny <akenny(@theatlantic.com> wrote:

Dear JP and Nancy:
For three weeks now, you have been in correspondence with one of my producers, Leah
Varjacques, about rescheduling our interview with the Administrator. As you know, our

interview was canceled at the last minute with three members of our team already through security and waiting in the
lobby of the EPA headquarters. I am eager to get this interview rescheduled. We only need 15 minutes for the interview.
Please respond with available dates and times. Thank you.

Best,
Ashley

Ashley Bloom Kenny
Senior Producer, The Atlantic
202.266.7963 | 248.229.7795
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To: Scott Taylor[scotttaylor@sbgtv.com]

Cc: Pruitt, Scott[Pruitt.Scott@epa.govl; Press[Press@epa.gov]; schafer,
joan[schafer.joan@epa.gov]
From: Wilcox, Jahan

Sent: Wed 11/29/2017 7:31:28 PM
Subject: RE: ABC 7 NEWS : Administrator Scott Pruitt's Public Appearances in 2017 and 2018

You’re always welcome to submit FOIA. Here is the link:
https://foiaonline.regulations.eov/foia/action/public/request/publicPreCreate.

From: Scott Taylor [mailto:scotttaylor@sbgtv.com]

Sent: Wednesday, November 29, 2017 2:13 PM

To: Wilcox, Jahan <wilcox jahan@epa.gov>

Cc: Pruitt, Scott <Pruitt.Scott@epa.gov>; Press <Press@epa.gov>; schafer, joan
<schafer.joan@epa.gov>

Subject: RE: ABC 7 NEWS : Administrator Scott Pruitt's Public Appearances in 2017 and 2018

Jahan,

You mentioned that “You can't FOIA the future, because nobody knows what the future
holds”. It appears that the U.S. Department of Education can look into the future with
their Director and are transparent with her upcoming schedule on its website. We
would hope the EPA follows the same transparency in the future as | was told that it
would over the phone by the EPA.

| did FOIA your Administrator's schedule for a 2™ time.

Schedule of U.S. Secretary of Education Betsy
DeVos

Monday, November 27 - Friday, December 1, 2017
(Schedule subject to change.)

Monday, November 27
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School Visits with Congressman Francis Rooney—Florida SouthWestern State College (Fort Myers, FL)
& Lake Park Elementary (Naples, FL)

Tuesday,November 28

Remarks—Federal Student Aid Training Conference
School Visit—Georgia State University (Atlanta, GA)

Wednesday,November 29
School Visit — Oakland High School (Murfreesboro, TN)

Thursday, November 30

Remarks—ExcelinEd 2017 National Summit on Education Reform

Friday, December 1

Currently no public events scheduled at this time.

Thanks!

Scott Taylor

Investigative Reporter
ABC 7 NEWS
WILA TV

Washington, D.C.

571-458-6080

scotttavior@sbagtv.com

Twitter: @ScottTaylorTV
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This email and any files transmitted with it are confidential and intended solely for the use of the individual
or entity to whom they are addressed. The email is not for broadcast or social media posts or any other
forwarding method. If yvou have received this email in error please notify Scott Taylor at
scotftavior@sbatv.com

From: Wilcox, Jahan [mailto:wilcox jahan@epa.gov]

Sent: Monday, November 20, 2017 4:36 PM

To: Scott Taylor <scotttavlor@sbgtv.com>

Cc: Pruitt, Scott <Pruitt.Scott@epa.gov>; Press <Press@epa.gov>; schafer, joan
<schafer.joan@epa.gov>

Subject: Re: ABC 7 NEWS : Administrator Scott Pruitt's Public Appearances in 2017 and 2018

Scott -

I was referring to your inquiry in June 2017 to speak with EPA Administrator Gina McCarthy
who left the agency months ago.

I answered your question again and again, which is you can't FOIA the future but every meeting
that Administrator Pruitt attends is available at www.epa.gov.

I hope you have a great Thanksgiving and tell your colleague Nathan Bacca I said hi.
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Best

Jahan
Sent from my iPhone

On Nov 20, 2017, at 3:26 PM, Scott Taylor <scotttaylor@sbgtv.com> wrote:

Jahan,

Being rude and not answering my questions plus taking a personal shot at me by saying
“You don’t know what you are talking about” during our phone call today won’t stop ABC
7 News from again making a simple request.

You also hung up on me. Is this how you behave with Reporters asking questions? Is this
the way you want the EPA to be represented in the media and with the public?

Please forward me your Administrator’s public event schedule for the remainder of the year.
I understand that you will probably not honor our request so for the 2™ time we have
submitted a FOIA request.

Enjoy your Holiday,

Scott Taylor

Investigative Reporter
ABC 7 NEWS

WILA TV
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Washington, D.C.

571-458-6080

scotttavior@sbagtv.com

Twitter: @ScottTaylorTV

This email and any files transmitted with it are confidential and intended solely for the use of the
individual or entity to whom they are addressed. The email is not for broadcast or social media
posts or any other forwarding method. If you have received this emalil in error please notify Scolt
Taylor at scotttavior@sbatv.com

From: Wilcox, Jahan [mailto:wilcox jahan@epa.gov]

Sent: Monday, November 20, 2017 4:03 PM

To: Scott Taylor <scotttavlor@sbgtv.com>

Cc: Press <Press@epa.gov>; schafer, joan <schafer joan@epa.gov>

Subject: Re: ABC 7 NEWS : Administrator Scott Pruitt's Public Appearances in 2017 and
2018

Scott -

You put the press shop on this email when you typed in press@epa.gov into the email.
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Senior Comms Advisor is my title and my cell is 202.309.0934

Best

Jahan

Sent from my iPhone

On Nov 20, 2017, at 2:31 PM, Scott Taylor <scotttaylor@sbgtv.com> wrote:

Jahan,

Curious... why are you responding when I was directing my email to Joan who is the
EPA rep for DC?

Can you give me your title again and phone number? It’s not in your email.

Thanks for your help!

Scott

From: Wilcox, Jahan [mailto:wilcox.jahan@epa.gov]

Sent: Monday, November 20, 2017 3:22 PM

To: Scott Taylor <scotttaylor@sbgtv.com>

Cc: schafer, joan <schafer joan@epa.gov>; Press <Press@epa.gov>

Subject: Re: ABC 7 NEWS : Administrator Scott Pruitt's Public Appearances in 2017
and 2018

SierraClubvEPA_3:18-cv-02372_N.D.Cal. ED_001518A_00000341-00006



Scott -

You can't FOIA the future, because nobody knows what the future holds. All of the
meetings that Administrator Pruitt has attended 1s available at www.cpa.gov.

On Nov 20, 2017, at 2:14 PM, Scott Taylor <scotttaylor@sbgtv.com> wrote:

Joan,

I put in a FOIA request on August 8", 2017 to get a copy of Scott Pruitt’s future
public speaking/event appearances for the remainder of the year. It wasn’t filled
but I got a call from the EPA telling me it didn’t need to be filled because Pruitt’s
schedule would be posted on the website. That has not happened.

Can you help me? I now would like 2018 too.

Trying to obtain @EPAScottPruitt future public appearances or events.
(@jahanwilcox, EPA Strategic Communications Advisor just hung up on me
saying the EPA doesn't have a record of the future.

Thanks!

Scott Taylor
Investigative Reporter
ABC 7 NEWS

WILA TV

Washington, D.C.
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571-458-6080

scotttaylor@sbgtv.com

Twitter: @ScottTaylorTV

This email and any files transmitted with it are confidential and intended solely
for the use of the individual or entity to whom they are addressed. The email is
not for broadcast or social media posts or any other forwarding method. If you
have received this email in error please notify Scott Taylor at
scotttaylor@sbgtv.com
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To: Munoz, Charles[munoz.charles@epa.gov}

Cc: Kreutzer, David[kreutzer.david@epa.gov}; Dravis, Samanthaldravis.samantha@epa.govi;
Bolen, Brittany]bolen.brittany@epa.gov]; Gunasekara, Mandy[Gunasekara.Mandy@epa.gov]; Greenwalt,
Sarah[greenwalt.sarah@epa.gov]; Jackson, Ryan[jackson.ryan@epa.gov]; Freire,
JP[Freire.JP@epa.gov]; Davis, Patrick{davis.patrick@epa.gov}, Benton,
Donald[benton.donald@epa.govl; Konkus, John[konkus.john@epa.gov}; Sugiyama,
George[sugiyama.george@epa.govl; Greaves, Holly[greaves.holly@epa.gov]; Schwab,
Justin[schwab.justin@epa.gov}; Pruitt, Scott{Pruitt. Scott@epa.gov}

From: Bangerter, Layne

Sent: Thur 3/30/2017 12:23:21 AM

Subject: Re: Leaving EPA

You are a friend, brother and Patriot and I am grateful our paths have crossed at this important
and historical time. Thanks for all the good you've done thanks for your laughter and your good
work and influence. God bless you.

Layne Bangerter

Sent from my iPhone

On Mar 29, 2017, at 6:00 PM, Munoz, Charles <munoz.charles@epa.gov> wrote:

Thank you for everything over the last 3 months, David. Heritage is lucky to have you
back.

On a business note, we need to talk about off-boarding you so please call me anytime
tomorrow morning to finalize everything.

Thank you,
Charles Munoz

Sent from my iPhone

On Mar 29, 2017, at 5:49 PM, Kreutzer, David <kreutzer.david@epa.gov> wrote:

My old boss at Heritage called me yesterday about a new position they’ve created. We
talked at lunch today and he offered me the job, which I just accepted. It has a bigger
sandbox to play in than my previous job. I’ll be doing productivity and economic
growth more generally with an emphasis on labor and trade. Of course, you can’t talk
about productivity and economic growth with talking about energy. So, I will still
have a toe in the energy pool.

My last day here will be Friday, after which I'll take a week off and then start at
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Heritage on the 10™. 1 still believe that the Pruitt EPA has the most important mission
in DC for carrying out the drain-the-swamp, cut-the-regs, and create-the-jobs
conservative revolution. I wish you all the best in carrying out that mission.

Sincerely,

David

David W. Kreutzer, Ph.D.

202.564.3113
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To: Bangerter, Layne[bangerter.layne@epa.gov]; Munoz, Charles[munoz.chariles@epa.gov}

Cc: Kreutzer, David[kreutzer.david@epa.gov}; Dravis, Samanthaldravis.samantha@epa.govi;
Bolen, Brittany]bolen.brittany@epa.gov]; Gunasekara, Mandy[Gunasekara.Mandy@epa.gov]; Greenwalt,
Sarah[greenwalt.sarah@epa.gov}; Freire, JP[Freire.JP@epa.gov]; Davis, Patrick[davis.patrick@epa.gov];
Konkus, John[konkus.john@epa.govl]; Sugiyama, George[sugiyama.george@epa.gov}; Greaves,
Holly[greaves.holly@epa.govl]; Schwab, Justin[schwab.justin@epa.gov]; Pruitt,

Scott[Pruitt. Scott@epa.govl; Ericksen, Douglericksen.doug@epa.gov}

From: Benton, Donald

Sent: Thur 3/30/2017 2:53:58 AM

Subject: Re: Leaving EPA

David,

We will all miss you, your positive attitude and your tremendous intellect . You have
been an incredible asset here and never forget that you were part of a very special team
that helped ignite the next industrial revolution in America. Your level of commitment,
dedication and intelligence will be impossible to replace. You truly have Made America
Great Again!

Good luck and my best wishes go with you always.

Thank you,

Don

Senator Don Benton

Senior White House Advisor

From: Bangerter, Layne

Sent: Wednesday, March 29, 2017 5:23 PM

To: Munoz, Charles

Cc: Kreutzer, David; Dravis, Samantha; Bolen, Brittany; Gunasekara, Mandy; Greenwalt, Sarah; Jackson,
Ryan; Freire, JP; Davis, Patrick; Benton, Donald; Konkus, John; Sugiyama, George; Greaves, Holly;
Schwab, Justin; Pruitt, Scott

Subject: Re: Leaving EPA

You are a friend, brother and Patriot and | am grateful our paths have crossed at this
important and historical time. Thanks for all the good you've done thanks for your
laughter and your good work and influence. God bless you.

Layne Bangerter

Sent from my iPhone

On Mar 29, 2017, at 6:00 PM, Munoz, Charles <munoz.charles@epa.gov> wrote:
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Thank you for everything over the last 3 months, David. Heritage is lucky to have
you back.

On a business note, we need to talk about off-boarding you so please call me
anytime tomorrow morning to finalize everything.

Thank you,
Charles Munoz

Sent from my iPhone

On Mar 29, 2017, at 5:49 PM, Kreutzer, David <kreutzer.david@epa.gov> wrote:

My old boss at Heritage called me yesterday about a new position they’'ve
created. We talked at lunch today and he offered me the job, which | just
accepted. It has a bigger sandbox to play in than my previous job. I'll be doing
productivity and economic growth more generally with an emphasis on labor
and trade. Of course, you can't talk about productivity and economic growth
with talking about energy. So, | will still have a toe in the energy pool.

My last day here will be Friday, after which I'll take a week off and then start at
Heritage on the 10™. | still believe that the Pruitt EPA has the most important
mission in DC for carrying out the drain-the-swamp, cut-the-regs, and create-
the-jobs conservative revolution. | wish you all the best in carrying out that
mission.

Sincerely,

David

David W. Kreutzer, Ph.D.

202.564.3113
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To: Bloom, David[Bloom.David@epa.gov}

Cc: Pruitt, Scott{Pruitt.Scott@epa.govl; Jackson, Ryan[jackson.ryan@epa.govl; Darwin,
Henry[darwin.henry@epa.gov]; Chmielewski, Kevin[chmielewski.kevin@epa.gov]; Minoli,
Kevin[Minoli.Kevin@epa.gov}; Lyons, Troy[lyons.troy@epa.gov], Bowman, Liz[Bowman.Liz@epa.gov};
Valentine, Julia[Valentine.Julia@epa.gov]; Osborne, Howard[Osborne.Howard@epa.gov}; Conklin,
Jeanne[Conklin.Jeanne@epa.gov]; Trent, Bobbie[Trent.Bobbie@epa.gov}; Treimel,
Ellen[Treimel.Ellen@epa.govl; Elkins, Arthur[Elkins.Arthur@epa.govl}; Sheehan,
Charles[Sheehan.Charles@epa.gov]; Larsen, Alan|Larsen.Alan@epa.gov}, Christensen,
Kevin[Christensen.Kevin@epa.gov}, Copper, Carolyn[Copper.Carolyn@epa.gov}; Sullivan, Patrick
F.[Sullivan.Patrick@epa.gov]; Shields, Edward[Shields.Ed@epa.gov]; Eyermann,
Richard[Eyermann.Richard@epa.gov]; Kaplan, Jennifer[Kaplan.Jennifer@epa.gov}; Lagda,
Jeffrey[Lagda.Jeffrey@epa.gov]; Elbaum, Kentia[elbaum.kentia@epa.gov]; Trefry,
John[Trefry.John@epa.govl; Bennett, Angela[Bennett. Angela@epa.gov]

From: Wong, Lela

Sent: Fri 10/6/2017 7:02:33 PM

Subject: RE: Amended Notification Memo--Audit of EPA’s Adherence to Policies, Procedures and
Oversight Controls Pertaining to the Administrator’s Travel

Amended Notification Memo for Audit of Administrator's Travel Issued 10.5.17 rev.docx

Hi All,

Attached is a revised amended notification memo to correct a typo in the version | sent out this
morning.

Thanks!

Lela

From: Wong, Lela

Sent: Friday, October 06, 2017 7:52 AM

To: Bloom, David <Bloom.David@epa.gov>

Cc: Pruitt, Scott <Pruitt. Scott@epa.gov>; Jackson, Ryan <jackson.ryan@epa.gov>; Darwin,
Henry <darwin.henry@epa.gov>; Chmielewski, Kevin <chmielewski.kevin@epa.gov>; Minoli,
Kevin <Minoli.Kevin@epa.gov>; Lyons, Troy <lyons.troy@epa.gov>; Bowman, Liz
<Bowman.Liz@epa.gov>; Valentine, Julia <Valentine.Julia@epa.gov>; Osborne, Howard
<Osborne.Howard@epa.gov>; Conklin, Jeanne <Conklin.Jeanne@epa.gov>; Trent, Bobbie
<Trent.Bobbie@epa.gov>; Treimel, Ellen <Treimel .Ellen@epa.gov>; Elkins, Arthur
<Elkins.Arthur@epa.gov>; Sheehan, Charles <Sheehan.Charles@epa.gov>; Larsen, Alan
<Larsen.Alan@epa.gov>; Christensen, Kevin <Christensen.Kevin@epa.gov>; Copper, Carolyn
<Copper.Carolyn@epa.gov>; Sullivan, Patrick F. <Sullivan.Patrick@epa.gov>; Shields, Edward
<Shields.Ed@epa.gov>; Eyermann, Richard <Eyermann.Richard@epa.gov>; Kaplan, Jennifer
<Kaplan.Jennifer@epa.gov>; Lagda, Jeffrey <Lagda.Jeffrey@epa.gov>; Elbaum, Kentia
<elbaum.kentia@epa.gov>; Trefry, John <trefry.john@epa.gov>; Bennett, Angela
<bennett.angela@epa.gov>

Subject: Amended Notification Memo--Audit of EPA’s Adherence to Policies, Procedures and
Oversight Controls Pertaining to the Administrator’s Travel
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Good Morning Mr. Bloom,

The Office of Inspector General (OIG) of the U.S. Environmental Protection Agency
(EPA) plans to expand the scope of preliminary research on the EPA’s adherence to
policies, procedures and oversight controls pertaining to the Administrator’s travel,
which was originally focused on his travel to Oklahoma through July 31, 2017. The
scope of our review is expanded to include all travel by the Administrator through
September 30, 2017. The attached memorandum provides additional information on this
project.

If you have any questions, please contact my Director John Trefry at (202) 566-2474 or
trefry.john@epa.gov, or my Project Manager Angela Bennett at (404) 562-9844 or
bennett. angela@epa.qgov.

Thanks!

Lela Wong
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UNITED STATES ENVIRONMENTAL PROTECTION AGENCY
WASHINGTON, D.C. 20460

OFFICE ¢
INSPECTOR Gl

October 5, 2017

MEMORANDUM

SUBJECT: Amended Project Notification:
Audit of EPA’s Adherence to Policies, Procedures and Oversight Controls
Pertaining to the Administrator’s Travel
Project No. OA-FY17-0382

FROM: John Trefry, Director, Forensic Audits 7
Office of Audit

TO: David Bloom, Acting Chief Financial Officer

The Office of Inspector General (OIG) of the U.S. Environmental Protection Agency (EPA) plans to
expand the scope of preliminary research on the EPA’s adherence to policies, procedures and oversight
controls pertaining to the Administrator’s travel, which was originally focused on his travel to
Oklahoma through July 31, 2017. The scope of our review is expanded to include all travel by the
Administrator through September 30, 2017. Our revised objectives will be to determine the following:

e The frequency, cost and extent of the Administrator’s travel through September 30, 2017.

e Whether applicable EPA travel policies and procedures were followed for Administrator Pruitt’s
travel, as well as other EPA staff and security personnel traveling with or in advance of
Administrator Pruitt.

o Whether EPA policies and procedures are sufficiently designed to prevent fraud, waste and
abuse with the Administrator’s travel.

To accomplish these objectives, we will review supporting documentation and conduct interviews with
management and staff to determine whether the EPA followed applicable policies and practices, and
complied with federal requirements. The OIG plans to work with the EPA’s Cincinnati Finance Center
and the Office of the Chief Financial Officer to obtain needed information. Applicable generally
accepted government auditing standards will be used in conducting our work. The anticipated benefits
of this project are to improve operational efficiency.

We will contact the audit coordinator to arrange a mutually agreeable time to discuss our revised

objectives. We would also be particularly interested in any areas of concern that you may have. We will
answer any questions you may have about the project process, reporting procedures, methods used to
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gather and analyze data, and what we should expect of each other during the course of the project.
Throughout the project, we will provide updates on a regular basis through a monthly meeting or via
email, phone or video conference.

We respectfully note that the OIG is authorized by the Inspector General Act of 1978 to have timely
access to personnel and all materials necessary to complete its objectives. We will request your
resolution if an agency employee or contractor refuses to provide requested records to the OIG, or
otherwise fails to cooperate with the OIG. We may report unresolved access matters to the
Administrator and include the incident in the Semiannual Report to Congress.

I will supervise the project and the Project Manager will be Angela Bennett. Should you or your staff
have any questions, please contact me at (202) 566-2474 or trefry.john@epa.gov, or Angela Bennett at
(404) 562-9844 or bennett.angela@epa.gov.

cc: Scott Pruitt, Administrator
Ryan Jackson, Chief of Staff
Henry Darwin, Chief of Staff for Operations
Kevin Chmielewski, Deputy Chief of Staff for Operations
Kevin Minoli, Acting General Counsel
Troy Lyons, Associate Administrator for Congressional and Intergovernmental Relations
Liz Bowman, Associate Administrator for Public Affairs
Julia Valentine, Acting Director, Office of Media Relations, Office of Public Affairs
Howard Osbore, Associate Chief Financial Officer
Jeanne Conklin, Controller, Office of the Chief Financial Officer
Bobbie Trent, Agency Follow-Up Coordinator
Ellen Treimel, Audit Follow-Up Coordinator, Office of the Administrator
Arthur A. Elkins Jr., Inspector General
Charles Sheehan, Deputy Inspector General
Alan Larsen, Counsel to the Inspector General
Kevin Christensen, Assistant Inspector General for Audit
Carolyn Copper, Assistant Inspector General for Program Evaluation
Patrick Sullivan, Assistant Inspector General for Investigations
Edward Shields, Acting Deputy Assistant Inspector General for Management
Richard Eyermann, Deputy Inspector General for Audit
Jennifer Kaplan, Deputy Inspector General for Congressional and Public Affairs
Jeffrey Lagda, Congressional and Media Liaison, Office of Inspector General
Tia Elbaum, Congressional and Media Liaison, Office of Inspector General
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To: Dravis, Samantha[dravis.samantha@epa.gov}]
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Attached is the EPA Office of Inspector General (OIG) report, £EPA Needs to Institutionalize Its
“Lean” Program to Reap Cost and Time Benefits (Report No. 17-P-0346). This report will be
available to the public on the OIG’s website at www.epa.gov/oig.
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Abbreviations

CPI Continuous Process Improvement

EPA U.S. Environmental Protection Agency
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LAB Lean Action Board

NPDES National Pollutant Discharge Elimination System

NPM National Program Manager

OIG Office of Inspector General

OP Office of Policy

OSEM Office of Strategic Environmental Management

Cover photo: EPA Region 10 staff during a Kaizen Lean event. According to the EPA’s
“Lean Thinking and Methods—Kaizen” webpage, a Kaizen event involves
employees of all levels working together to address a problem or improve a
process. (EPA photo)
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U.S. Environmental Protection Agency 17-P-0346
Office of Inspector General July 31, 2017

At a Glance

EPA Needs to Institutionalize Its “Lean” Program to
Reap Cost and Time Benefits

What We Found
We found that the EPA could not fully Why “Lean” the EPA?
_demonst_rate thgt its Lean Go_ve_rnment Initiative Tight and dwindling
is operating as intended to eliminate waste and resolirces necessitate more
achieve savings. We found the following efficient use of the EPA’s

opportunities for the EPA to strengthen its Lean multibillion dollar budget.
Government Initiative:

« Selection of Lean projects to avoid overlap.

« Improvements in monitoring Lean efforts o gauge progress.

« Improvements in reporting Lean projects, including cost metrics.

« |dentification and tracking of Lean projects.

« Development of a cohesive strategy for leading, implementing and
monitoring the Lean initiative.

« Implementation of consistent and standard Lean training.

The federal government has issued guidance on how federal agencies can
optimize performance, improve efficiencies, and identify ways to eliminate
wasteful practices and operate more efficiently. In addition, the EPA has issued
memorandums on how to use Lean specifically within the agency. However, the
EPA’s internal controls for implementing Lean in accordance with this guidance
and these memorandums need improvement, such as identifying and tracking
Lean projects to gauge progress and costs, as well as leading and monitoring the
Lean initiative agencywide. Because these controls have not been fully
implemented, Lean has not been institutionalized at the EPA. These internal
controls must be improved before the agency can fully maximize the application
of Lean practices and ensure that it is not wasting resources by failing to create
efficiencies.

Recommendations

We recommend that the Associate Administrator for Policy implement a strategy
for institutionalizing the Lean Government Initiative within the agency. In addition,
the Office of Policy (OP) should develop policies that specify how to plan, design,
oversee and implement Lean practices. OP should also establish agencywide
controls for monitoring, tracking and measuring the progress of Lean projects, as
well as for vetting and collaborating on Lean projects o avoid overlap. Lastly, OP
should develop standard Lean training for EPA staff. The EPA concurred with all
of the recommendations and initiated corrective actions.

Noteworthy Achievements

OP has launched a new automated Lean tracking system—called LeanTrack—
which OP said “will simplify information submissions, summarize work, and
provide an understanding of project activity across EPA and in the states.”

SierraClubvEPA_3:18-cv-02372_N.D.Cal. ED_001518A_00000351-00003



€D 87y
&a;{( ﬂ}&@

UNITED STATES ENVIRONMENTAL PROTECTION AGENCY
WASHINGTON, D.C. 20460

THE INSPECTOR GENERAL

July 31,2017

MEMORANDUM

SUBJECT: EPA Needs to Institutionalize Its “Lean” Program to Reap Cost and Time Benefits
Report No. 17-P-0346 p
/
FROM: Arthur A. Elkins Jr. % % % v
TO: Samantha Dravis, Associate Administrator
Office of Policy

This is our report on the subject audit conducted by the Office of Inspector General (OIG) of the

U.S. Environmental Protection Agency (EPA). The project number for this audit was OA-FY 16-0107.
This report contains findings that describe the problems the OIG has identified and corrective actions
the OIG recommends. This report represents the opinion of the OIG and does not necessarily represent
the final EPA position. Final determinations on matters in this report will be made by EPA managers
in accordance with established audit resolution procedures.

Action Required

The agency provided corrective actions for addressing the recommendations with milestone dates.
Therefore, a response to the final report is not required. Should you choose to provide a final response,
we will post your response on the OIG’s public website, along with our memorandum commenting on
your response. Your response should be provided as an Adobe PDF file that complies with the
accessibility requirements of Section 508 of the Rehabilitation Act of 1973, as amended. The final
response should not contain data that you do not want to be released to the public; if your response
contains such data, you should identify the data for redaction or removal along with corresponding
justification.

We will post this report to our website at www.epa.gov/oig.

SierraClubvEPA_3:18-cv-02372_N.D.Cal. ED_001518A_00000351-00004



EPA Needs to Institutionalize Its “Lean” Program 17-P-0346
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Purpose

The Office of Inspector General (OIG) conducted an audit of the

U.S. Environmental Protection Agency’s (EPA’s) Lean Government Initiative.
The objective of this audit was to determine whether the EPA’s current use of
Lean methodologies operates as intended by eliminating waste and achieving

savings.
Background

The EPA began learning from and What Is Lean?
supporting Lean efforts
implemented by state governments Lean is a set of principles and methods used to
and stakeholders as carly as 2005 identity and eliminate waste in any process.

. ) Lean helps organizations improve the speed
The regions anf_l offices e)fposed t_o and quality of their processes by getting rid of
these efforts gained experience with unnecessary activity such as document errors,

Lean, which helped to facilitate the extra process steps and waiting time
understanding and use of Lean —EPA s ‘About Lean Government webpage

methodologies at the EPA.
However, there was initially no central effort to manage, capitalize on and apply
the lessons learned from these early Lean projects across the agency.

In a September 2014 memorandum issued by then Administrator Gina McCarthy,
the EPA formally introduced its Lean Government Initiative and launched a
GreenSpark event to identify processes where Lean could be applied. In
September 2015, the EPA issued a supplemental memorandum outlining ways the
agency could further advance Lean.

Why the Federal Government Uses Lean

The federal government has issued guidance on how federal agencies can
optimize performance, improve efficiencies, and identify ways to eliminate
wasteful practices and operate more efficiently. Per the EPA’s “About Lean
Government” webpage, Lean methodologies are “highly adaptable” and can be
used in a variety of processes. A number of agencies, including the EPA, are
using continuous process improvement methods like Lean to improve the quality,
transparency and speed of their processes.

17-P-0346 1
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Why EPA Uses Lean

Value Stream Mapping

According to the EPA’s
“About Lean Government”
webpage, the EPA
recognizes that inefficiencies
exist across the agency and
that “Lean methods are
applicable to a range of EPA
service and administrative
processes—from rulemaking
to the processing of grants

Value stream mapping is often used in “leaning” (streamlining) a

2>
and contracts.” As a result, process. The EPA’s “Lean and Six Sigma Process Improvement
the EPA has dedicated Methods” webpage describes value stream mapping as
. “developing a visual picture of the flow of processes, from start
significant resources— to finish, involved in delivering a desired outcome, service or
including contract and staff product, which could include muitiple processes.” (EPA photo)

support—to apply Lean
methodologies and educate the workforce about Lean.!

As of October 2016, agency staff have begun 196 projects using Lean methods to
revamp processes, produce new capabilities and skill sets, and maximize the
EPA’s ability to serve its stakeholders. According to the EPA's Lean webpage,
these Lean projects, which are also referred to as “Lean events,” have eliminated
processing steps, thereby reducing process time and staff time. “The results,”
according to the EPA’s “About Lean Government” webpage, are allowing staff to
now “focus on higher value activities that are more directly linked to
environmental protection.”

Implementation of EPA’s Lean Initiative

In a memorandum issued on September 3, 2014, the EPA introduced its Lean
Government Initiative® “as a way to maximize the agency’s ability to effectively
implement its mission.” The memorandum announced the agency’s “expectations

for taking the EPA’s Lean work to the next level”

and announced the launch of “an agencywide
INTO CHANGE

GreenSpark ideation event to engage all of our
employees in identifying processes ripe for Lean.”
The EPA’s Lean Government Initiative logo.
(EPA Lean Government intranet site)

Also in the memorandum, then Administrator Gina
McCarthy provided specific instructions to agency
management, as detailed in Table 1.

! The agency’s Lean Practices (@ EPA website provides more information regarding Lean and how the EPA is using
Lean to improve agency performance.

2 Although the agency has been using Lean methodologies and conducting Lean projects since 2009, the initiative
was not officially supported until 2014 through the agency’s GreenSpark challenge.

17-P-0346 2
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Table 1: September 2014 Lean memorandum instructions to management
e : : e I,Qi o

Assistant and Regional  Encourage your staff to participate in the agencywide
Administrators GreenSpark ideation event.
» Sign up for your staff to share a Lean success and
associated results from your organization.

* |dentify Lean successes that could be replicated at the
national or program level.

Assistant Administrators * Send information on the three Lean projects you will deliver.
* Encourage your managers and staff to participate in the
Lean summit.

* Select at least a quarter of your managers to receive Lean
training at the Lean summit.

Regional Administrators Consider developing your own Lean summit.

Source: Lean checklist from the September 3, 2014, memorandum.

In a subsequent memorandum issued on September 18, 2015, the EPA
emphasized the need to focus its “efforts to facilitate and ensure implementation
of the recommendations that emerged from the Lean events, encourage replication
and continue to identify and Lean the EPA processes that need it most.” Three
broad courses of action were outlined in this memorandum, as shown in Table 2.

Table 2: September 2015 Lean memorandum focus areas

Implementing ideas from « Follow up on the organization’s fiscal year (FY) 2015 Lean
your Lean events events by meeting with the participants from each event
and the managers responsible for implementing the
suggested changes.

+ Assess what progress has been made toward achieving the
project-specific outcomes identified during the event—
including what successes have already been achieved,
what challenges or obstacles are being encountered, and
what resources and support are needed to implement the

plan.
« Share with the Administrator what you learn from those
discussions.
Replicating Lean A Lean Action Board (LAB) will be established to accomplish
successes the following objectives:

+ |dentify the best replication and scale-up opportunities for
the EPA, based on successful Lean implementation by the
EPA and states.

« Direct the agency’s Lean FYs 2016 and 2017 replication
and scale-up resources toward these opportunities.

« Gain and share insights into the strategies that best support
a culture of Lean replication and scale up at the EPA.

New Lean projects Identify at least one new priority Lean event for FY 2016.

Source: OIG summary of the September 18, 2015, memorandum.

17-P-0346 3

SierraClubvEPA_3:18-cv-02372_N.D.Cal. ED_001518A_00000351-00008



As indicated in Table 2, a LAB was launched in January 2016 to help build on the
successes from the Lean projects conducted by the agency since 2014. The EPA’s
“Lean Action Board” website outlines how the LAB optimizes internal EPA
operations and programmatic areas shared with states. The LAB also evaluates
and selects a limited number of Lean projects that have produced results to be
“transtferred” or scaled up for use across the agency to better accomplish the
EPA’s mission of protecting human health and the environment. The LAB
examines both Lean projects done internally at the EPA and done in coordination
with external stakeholders. The process for selecting Lean successes for
transference is shown in Figure 1.

Figure 1: Process for selecting Lean successes for transference

Federal andd Stie Lean Projects

EPa Sl inpa

ECOS Input®

Source: EPA’s Lean Government public website
aECOS: Environmental Council of States.

Responsible EPA Offices

The Office of Policy (OP), within the Office of the Administrator, is responsible
for helping the EPA strategically reach its goals. According to the office’s
Functional Statement, the following task is among OP’s major functions:

Provides strategic management practices to enhance Agency
effectiveness through program analysis, program evaluation and
the development and deployment of other management strategies
that enhance productivity and improve the effectiveness of Agency
programs and priorities.

Within OP, the Office of Strategic Environmental Management (OSEM) is the
primary office responsible for executing Lean (Figure 2). The OP website
summarizes OSEM’s responsibilities:

As the Agency’s National Program Manager [NPM] for Lean
government, OSEM provides the Agency with Lean expert

facilitators; builds the infrastructure for Lean activities across EPA
(via training, coaching, guidance publications, traditional and

17-P-0346 4
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inovative intranet presence, and documenting results); develops
and supports projects for replication and/or scale up; and explores
approaches to engage EPA’s management to support their goals for
continuous process improvement.

Figure 2: Roles and responsibilities for executing Lean at EPA

LEAN EXECUTION: ROLES & RESPONSIBILITIES

# Engoge with leadership, Loon Leaders and
Practitioners in coordinoting ond communicating
wrgonization’s Lean vffory

Educate and empower with troining ond
sxperiise to deive gotion and behavior toward # Assure that plons are underway 1o conduct Leon

o Lear culture of continuous Improvement projects and periodically monitor progress
2 #,
# m g’;?"gﬁ"ﬁ“g f;ﬁi;;if” & Maintaln aworsness of oll Leon projects and
P Y ‘ oR ‘ ensure project information and metrics are
. Reolize results through projects and trocking roported to OF
matrics

# Provide nput/support for senitr monogement
meetings
Ligison berween home organizption ond OF

Source: OP Associate Administrator's “Lean Government at EPA” presentation.

Scope and Methodology

We conducted this audit from February 24, 2016, to May 25, 2017, in accordance
with generally accepted government auditing standards. Those standards require
that we plan and perform the audit to obtain sufficient, appropriate evidence to
provide a reasonable basis for our findings and conclusions based on our audit
objective. We believe the evidence obtained provides a reasonable basis for our
findings and conclusions based on our audit objective.

To answer our objective, we reviewed the following relevant laws, procedures
and policy orders:

* Government Accountability Office, Standards for Internal Control in the
Federal Government, September 2014.

»  Lean Government Metrics Guide, July 2009.

* Government Performance and Results Act Modernization Act of 2010.

* Executive Order 13576, Delivering an Lfficient, Effective, and
Accountable Government, June 3, 2011.

* Office of Management and Budget M-11-31, Delivering an Efficient,
Lffective, and Accountable Government, August 17, 2011.

17-P-0346 5
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* EPA Memorandum, Advancing Lean Work at the U.S. Environmental
Protection Agency, September 3, 2014.

» Lean Continuous Process Improvement Training Strategy and Capacity
Building Efforts at EPA, July 1, 2015.

* EPA Memorandum, Leaning into Change, September 18, 2015.

* EPA Policy Statement, Applying Lean Practices to Modernize the
Business of Environmental Protection at the EPA, June 21, 2016.

* Office of Management and Budget Circular No. A-123, Management’s
Responsibility for Enterprise Risk Management and Internal Control,
July 15, 2016.

We reviewed the agency’s current use of Lean methods to determine whether the
program is improving the quality, transparency and speed of Lean projects by
performing the following actions:

* Interviewing staff in OP to obtain an understanding of the EPA’s Lean
Government Initiative and the internal controls in place.

* Identifying and gathering general information on the universe of Lean
projects as of March 2016 to obtain an understanding of the following
characteristics:

Types of projects.

Categories of projects.
Participating offices/regions.
Completed projects.

Reported savings/efficiencies.

O O O O O

+ Sorting the projects by category and determining which category had the
highest number of projects with similarities (Table 3). We identified
16 projects related to human resources processes. We conducted a detailed
review of 12 of these human resources projects to determine if there were
any similarities or overlapping objectives and processes.

* Determining project effectiveness by judgmentally selecting for further
review six additional Lean projects in various stages of implementation.

+ Interviewing project teams involved to determine the status of
implementation.

17-P-0346 6
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Table 3: Project count by category

Count of OFFICE / REGION by CATEGORY

Water
Solid Waste and Ermergency... Iim
Resource Management 1l

Procurement and Financial...

Other

information Management/I7
Human Resources

Cornmunications

Chermical Safety and Pollution.

O 5 10 15

Source: OIG analysis of OP data.
Prior Report

In EPA OIG Report No. 11-P-0315, Agency-Wide Application of Region 7
NPDES Program Process Improvements Could Increase EPA Lfficiency, issued
July 6, 2011, the OIG published the following findings:

(1) Although Region 7 National Pollutant Discharge Elimination System
(NPDES) program Kaizen® event participants continued to follow up
on the commitments and action items identified, no single authority
was responsible for tracking the process improvement outcomes.

(2) The EPA did not have a process to develop and track quantifiable
results and outcomes from the Kaizen event.

(3) The EPA encountered barriers involving scope, performance
measures, implementation and accountability when planning the
Kaizen event.

The report included three recommendations to identify process improvements
from the Region 7 NPDES Kaizen event that can be transferred agencywide and
three recommendations to improve the nationwide management of the EPA’s
Lean Government Initiative. Corrective actions have been completed on all
recommendations.

3 Per the EPA’s “Lean and Six Sigma Process Improvement Methods” webpage, “Kaizen activity often involves
rapid improvement events (sometimes called a kaizen blitz), which bring together a cross-functional team for two to
five days to study a process and begin the implementation of process changes.”

17-P-0346 7
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Noteworthy Achievements

The EPA has produced tangible improvements in how it operationalizes and
tracks Lean methodologies and projects since the publication of OIG Report No.
11-P-0315, Agency-Wide Application of Region 7 NPDES Program Process
Improvements Could Increase EPA Lfficiency. To facilitate a culture of Lean
thinking throughout the EPA, OP has continued to build and organize a team of
Lean stakeholders that draws from across the agency’s professional ranks:

* Lean Advocate’s group, which is a nationwide team of EPA staff who
assist their organizations with the deployment of Lean and who serve as
the points of contact for the NPM of the EPA’s Lean Government
Initiative.

* Lean Community of Practice, which is a staff-level network that includes
Lean leaders and other practitioners of Lean at the EPA.

* LAB, which comprises senior executive service members who oversee and
guide project selection and transference opportunities.

* Project support teams, which facilitate and coach Lean events, when
necessary.

OP staff have also sought to expand institutional knowledge and buy-in of Lean
by increasing staff access to Lean metrics. OP now posts project data on the
agency’s Lean intranet site and has launched an automated project data reporting
system, called LeanTrack. This new system, which went live in March 2017, aids
in project data reporting by standardizing the data collection process. LeanTrack
also allows Lean project teams to view the data for any project in the database,
which may help them to understand the possible cost and time benefits of each
project. According to OP, this system:

... will simplify information submissions, summarize work, and
provide an understanding of project activity across EPA and in the
states, thereby greatly enhancing transference opportunities.

Former EPA Administrator Gina McCarthy is photographed with the EPA’s Lean Advocates during
a Lean Advocate’s Symposium held in August 2016. (EPA photo)

17-P-0346 8
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While the EPA has made positive strides with its Lean program, we found that the
agency could not fully demonstrate that its Lean Government Initiative is
operating as intended to eliminate waste and achieve savings. We found the
following opportunities for the EPA to strengthen its Lean Government Initiative:

* Seclection of Lean projects to avoid overlap.

+ Improvements in monitoring Lean efforts to gauge progress.

* Improvements in reporting Lean projects, including cost metrics.

+ Identification and tracking of Lean projects.

* Development of a cohesive strategy for leading, implementing and
monitoring the Lean initiative.

* Implementation of consistent and standard Lean training.

To comply with federal guidance to eliminate wasteful practices and operate more
efficiently, former EPA Administrator Gina McCarthy advocated mstituting Lean
within the EPA. However, we found that internal controls for implementing Lean
need improvement, such as identifying and tracking Lean projects to gauge
progress and costs, as well as leading and monitoring the Lean initiative
agencywide.

Because these controls are not fully implemented, Lean is not institutionalized at
the EPA, which means the agency is not maximizing the application of Lean
practices and may be wasting resources by failing to create efficiencies. The
importance of the EPA’s mission to protect human health and the environment—
particularly when faced with tight resources and dwindling budgets—necessitates
more efficient use of resources. The Lean Government Initiative remains a critical
step for the EPA to operate more efficiently.

Federal Initiatives to Cut Waste

With the issuance of Executive Order 13576, Delivering an Efficient, Lffective,
and Accountable Government, President Obama initiated a campaign to

“cut waste, streamline Government operations, and reinforce the performance and
management reform gains ... achieved.” As a part of this campaign, the President
charged the government’s Chief Financial Officers with achieving cost savings.

The Government Performance and Results Act Modernization Act of 2010
focuses on performance and improving efficiencies in federal agencies, while the
Office of Management and Budget’s M-11-31, Delivering an Lfficient, Effective,

17-P-0346 9
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and Accountable Government, provides additional guidance on the act and assists
agencies in refining performance management guidance.

Direction for EPA’s Lean Initiative
EPA Lean Memorandums

The September 2014 memorandum, Advancing Lean Work at the

U.S. Environmental Protection Agency, announced that the agency would use
Lean methodologies to effectively implement its mission and asked OP, which
serves as the NPM for Lean, “to ensure ready access
Administrator's Video to the suite of training, coaching, facilitation and
other needed expertise.”

The September 2015 memorandum, Leaning into
Change, proposed a course of action and instructions
for advancing Lean in the future. The memorandum
instructed staff to take “efforts to facilitate and
ensure implementation of the recommendations that
emerged from the Lean events, encourage
replication, and continue to identify and lean the

Watch a video featuring former Administrator EPA processes that need it most.” This memorandum
Ging McCarthy, Regions 37, 8nd 10 and Iso directed OP t th d
Industry parntners who have implemerted lean also directe o assess the successes an
process improvemert events challenges of 38 priority Lean projects and to
(EPA Lean Government intranet site video) develop an action plan that further supports

“implementing the great ideas and work plans from
FY 2015 events.” The memorandum was addressed to the General Counsel,
Assistant Administrators, the Inspector General, the Chief Financial Officer, the
Chief of Staff, Associate Administrators and Regional Administrators, with
instructions for implementing project recommendations, replicating project
successes, and identifying projects for FY 2016.

EPA Lean Policy Statement and Guidance

On June 21, 2016, the EPA issued a policy statement titled Applying Lean
Practices to Modernize the Business of Environmental Protection at the EPA,
which was designed to “maximize the application of Lean practices and [business
process improvement] approaches, supporting the EPA’s streamlining, reform,
and integration efforts across the agency.” In this policy statement, the LAB is
charged with providing “oversight and guidance, utilizing evidence from Lean
practices to monitor the success of this policy at the EPA.”

Published in July 2009, the EPA’s Lean Government Metrics Guide is a resource
to help staff “understand and select metrics to support their implementation of

Lean.” Table 2 of the guide specifically outlines cost as a process metric,
including the following dollar savings from Lean projects:

17-P-0346 10
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* Dollar value of full-time equivalent savings, such as from staff attrition
and eliminated need-to-hire positions.

* Reductions in contractor costs (after subtracting Lean facilitator costs).

* Other office cost savings, such as energy/utility costs and the
consolidation of office space.

Overlap in Agency Lean Projects

There is some overlap in the selection of the EPA’s Lean projects nationwide. In
our review of 12 human resources projects, we noted the following overlapping
objectives and processes:

* Three involved provisioning (streamlining the new employee equipment
and information technology process).

* Three involved in-processing (streamlining the new employee and/or
participant process).

+ Two mvolved exit processing (streamlining the employee exit process).

Table 4 illustrates the eight projects with overlapping objectives and processes.
Furthermore, we noted coordination or sharing of information between offices in
only three of those eight projects, as indicated in the “Coordination with other
offices?” column in Table 4.

As shown in Table 4, we noted the following specific similarities in these eight
projects:

* Rows 1-3: Region 10, the Office of Environmental Information, and the
Office of International and Tribal Affairs each completed a provisioning
project. These projects entailed involvement by the human resources and
information technology departments, where (1) users were given access or
granted authorization to systems, applications and databases and (2) users
were provided the hardware resources necessary for completing their
duties, such as computers, phones and equipment.

* Rows 4-6: The Office of the Administrator, Office of Research and
Development, and Office of Administration and Resources Management
each conducted onboarding projects that streamlined the various workflow
processes for in-processing a new employee and/or program participant.

*  Rows 7-8: The Office of Administration and Resources Management and
Region 5 both completed out-processing projects that streamlined and
simplified the employee exit process.
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Table 4: Lean project overiap

0j

Provisioning projects:

1 |Region 10 {New personnel Reduce the time required to = Provisioning
complete the User Management * Workstation setup
Request process for new employees| (equipment)
and other new system users.

2 |OE| Agency employee ||lmprove various facets of the « Provisioning Yes
onboarding/off- employee onboarding process. (information, equipment | (with OARM)
boarding process fraining, networking)
3 I0ITA Office employee | Streamiline various facets of the + Provisioning
onboarding employee onboarding process. (information, equipment,
fraining, networking)
In-processing projects:

establishment
of new employee

process

ORISE recruitment {Streamline ORD's ORISE « In-processing
recruitment process by improving + Streamline
various facets of the onboarding establishment
program. of new participant

process

Streamline the establishmentofa |- In-processing Yes
i new employee by improving various {» Streamline (with OEl)
boarding process |facets of the onboarding process. establishment
of new employee
process

Exit processing projects:

7 |[Region 5 |Employee exit Streaniline, simplify and automate = Out-processing No
process various facets of the employee exit |« Streamline employee
process. exit process

OARM EPA RTP Streamline the EPA RTP employee |+ Outprocessing
separation checkout process. « Streamline employee
checkout process exif process

Source: OIG analysis of OP data.

2 OP’s acting Associate Administrator stated, “ORISE onboarding process is demonstrably different from other
human resource processes at EPA. For example, ORISE uses a third party, not USAJobs, to advertise for
recruits, and ORISE program participants are not formal EPA employees. As such, streamlining the ORISE
onboarding process required specific solutions.”

OA: Office of the Administrator
OARM: Office of Administration and Resources Management
OEl: Office of Environmental Information

OITA: Office of International and Tribal Affairs

ORD: Office of Research and Development

ORISE: Oak Ridge Institute for Science and Education
RTP: Research Triangle Park

Lean projects are determined and implemented primarily at the local level. Each
office or region identifies and implements Lean projects based on what the office
or region determines to be relevant. OP does not screen or vet projects to limit
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overlap, nor does it coordinate efforts between offices with similar projects to
maximize the application of Lean practices and business process improvement
approaches. OSEM’s Associate Director states that this decentralized approach is
a way to encourage participation in the Lean Government Initiative:

[E]stablishing a 'governing entity' to vet Lean projects could be a
disincentive to programs and offices considering a Lean project.
Such an entity would be almost certain to establish additional
bureaucracy and process related to the review and selection of
Lean projects, which would have a chilling effect on proposals.
Duplication of some aspects of a few Lean projects is a small price
to pay for allowing programs and offices to select and implement
their own projects, which is a highly effective way of gaining
support for Lean.

As noted in the EPA’s September 2014 Lean memorandum, however, each Lean
project is a significant investment. In the September 2015 Lean memorandum,
then EPA Administrator Gina McCarthy emphasized replicating Lean successes
and established a LAB to perform the following functions:

+ Identify the best replication and scale up opportunities for
the EPA, based on successful Lean implementation by the
EPA and states.

* Direct the agency’s Lean FY 2016 and FY 2017 replication
and scale up resources.

* Gain and share insights into the strategies that best support
a culture of Lean replication and scale up at the EPA.

Furthermore, in its June 2016 policy statement on applying Lean practices, the
EPA charged the LAB with providing oversight, issuing guidance, and utilizing
evidence from Lean practices to monitor the success of the EPA’s Lean policy.

Lean Not Institutionalized at EPA

When the EPA’s Lean Government Initiative was introduced in 2014, there was
no policy or overarching plan for instituting or implementing the initiative. There
were no mandates or integrated efforts to identify Lean efficiencies in the
agency’s strategic planning, programming, budget or execution processes. As a
result, Lean was not institutionalized at the EPA.

OSEM’s Associate Director informed the OIG that the only Lean policies initially
available were the 2014 and 2015 memorandums. In June 2016, after the start of
our audit, the agency issued a policy statement on applying Lean practices
agencywide. This policy was in response to OIG Report No. 11-P-0315,
Agency-Wide Application of Region 7 NPDES Program Process Improvements
Could Increase EPA Efficiency, issued July 6, 2011, in which we recommended
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that “OP develop a national policy on how to plan, design, and implement
business process improvement events.” However, we found that the June 2016
policy statement does not address how to plan, design and implement Lean
practices, nor does the policy provide sufficient direction for implementing and
managing a large-scale organizational transformation like the Lean Government
Initiative. Thus, the policy did not aid in institutionalizing Lean at the EPA.

The OP Lean team reported continued difficulties in establishing a Lean culture
and instilling Lean thinking as a “way of doing business.” A Lean Rapid
Assessment, which was conducted in October 2015 by OP at the request of former
Administrator Gina McCarthy, supports the team’s perceptions. As shown in
Figure 3, OP determined that the agency was rated at a Level 2 out of five
possible levels in the Lean Maturity Model.

Figure 3: EPA’s rating on the Lean Maturity Model

Continususly
improving

Standmd,
consiglent
process

Disciplined
process

Source: OP Lean Rapid Assessment.

Implementing a large-scale organizational transformation and establishing a
culture that embraces Lean as a way of doing business requires the use of change
management practices. These practices should actively involve and engage
leaders, identify a dedicated implementation team (like OP) to manage the
transformation, and develop a strategy for measuring progress and assessing and
mitigating risk. This practice will help to more strategically implement the Lean
initiative, as well as sustain it long term.

In its Lean Rapid Assessment, OP made the following statement:
These preliminary findings will continue to be refined, and once

further informed by the [Assistant Administrator/Regional
Administrator] dialogues and reports, will contribute to an action
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plan designed to achieve full implementation of these plans ...
only through full implementation will EPA advance on the Lean
maturity model in order to sustain Lean as a cultural practice.

However, according to OP staff, the agency had not taken steps to institutionalize
the Lean effort, which would help to translate the EPA’s policies and strategic
plans into actionable guidelines that are applicable to the daily activities of its
employees. For example, in FY 2015, the agency identified 39 Lean events as
being priority projects. The responsible offices completed 30 of these 39 events,
but OP’s Lean Rapid Assessment revealed that only half of the offices had either
started or completed implementing the recommended improvements resulting
from these Lean events (Figure 4). In addition, a formalized Lean implementation
action plan was not published, as required by the EPA’s September 2015 Lean
memorandum. However, although the agency has not issued a formalized Lean
Implementation Action Plan, the OIG noted that OP has realized and delivered
some improvements in certain areas, which would constitute the basis of an action
plan for implementing Lean.

Figure 4: FY 2015 implementation status of Lean project results

Event Implementation Status

implementation status of recommendations from
30 priority Lean events in FY 2015

35
30
25
20
15
10

1 Implementation Completed (100%)
# Have NOT reported Starting Implementation
< 50% of Implementation Completed

# >50% but < 100% Implementation Completed

Source: OP Lean Rapid Assessment, with data current as of October 27, 2015.
Insufficient Monitoring, Tracking and Reporting of Lean Projects

Insufficient Project Monitoring and Tracking

OP, which serves as the NPM for Lean, does not consistently monitor the

progress of the agency’s Lean efforts, including timeframes for completion or
status of implementation, nor does it accurately track and report project results.
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Regions and offices report the status of their projects to OP, which then reports
agencywide on the status of the EPA’s Lean initiative.

The OIG performed a detailed review of six Lean projects in various stages of
implementation, noting when the Lean event was held, when the implementation
plan was finalized and completed, and when expected project results were
submitted. We also conducted interviews with project team members. As shown
in Table 5, we were unable to reconcile the data provided to us by OP with the
project team’s data.

Table 5: Comparison of OP and project team data

. . results
__Eventheld | __submitted

Project Project Project Project
P team oP team oP team oP team
| data data data data data dafa data data

 Project name

Process 2013 held 2014 | reported 2015 | reported
Application Process 2015 2015 2015

OAR Congressional OAR Jan @) Jul ©) © Third Jul @)
Correspondence 2014 2014 quarterof | 2014

Response Process FY 2016

Improvement

IA Payment Process 2014 2014 | FY 2015
Region 6 Inspection Region 6 Oct No event | Nov No event No No event Jan Not
Report Normalization 2013 held 2013 held Event held 2016 | reported
Process Held

RCRA Corrective and 7 2014 2014 2014

Action CMS Process

Source: OIG analysis of project data.
@ Information could not be reconciled with source document(s).

CMS: Corrective Measures Study

1A: Interagency Agreement

OAR: Office of Air and Radiation

OARM: Office of Administration and Resources Management
OCFO: Office of the Chief Financial Officer

RCRA: Resource Conservation and Recovery Act

OP staff explained that the inconsistencies in monitoring projects were due to a
combination of factors, such as different people entering information at different
times, the technology used to enter data being limited and not user friendly,
and/or information not being updated as it changed. In addition, project teams
expressed frustration in submitting results to the national Lean metrics system.

Compounding these challenges were OP’s limited oversight and restricted
authority for leading the Lean program. OP staff said that they cannot require

project teams to report results, nor can they require project teams to use the
available guidance for determining individual project metrics. As mentioned in
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Figure 5: Dash

the “Noteworthy Achievements” section, OP developed a new automated Lean
tracking system—called LeanTrack—that should help eliminate inconsistencies
and improve oversight capabilities. This new system was designed to allow any
project team to view the information on any project in the database. LeanTrack
was officially launched on March 1, 2017.

Insufficient Project Reporting

Project results, which are self-reported by the project team members at the end of
a Lean event, are based on projected or estimated process improvements

(Figure 5). Furthermore, the EPA does not report on projected savings or cost

avoidances.*

board of EPA’s Lean project results (October 2013-October 2016)

Inresponse to a LAB request,
regions and offices committed to 29
transference projects for FY 2017.

Total Work Time e 196 Projects Total
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with the current process Zf:mtm tww%z% 17 Projects transferred changes, peactices, or tools
F vegting, ising w wie el s v 5 e pros Trom previows projects

Source: EPA Lean Government intranet site.

* In November 2016, OP staff stated that project leads have started reporting on actual savings. The OIG has not

been able to review and confirm these savings.
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According to OP staff, not all regions or headquarters offices report their
information or calculate metrics the same way. In addition, OP does not collect
information on project efforts, project progress, or the methodologies used for
estimating or calculating project outcomes. OP also does not analyze and compare
projected results to actual outcomes. OP has identified a number of improvements
and efficiencies resulting from select Lean projects, such as reduced timeframes
or eliminated steps, but does not translate those project results into related costs.
Furthermore, because OP does not consider cost to be a primary efficiency
measure, it does not include financial benefits in its data reporting, even if
financial benefits are reported by individual project teams. As a result, OP has not
translated, identified or reported project outcomes in terms of related cost savings,
cost avoidances, or funds put to better use for any of the EPA’s more than 150
Lean projects (Figure 5).

OP’s acting Associate Administrator provided the following statement:

While OP does not report on these results in aggregate, some
projects do track these metrics and report them to OP. OP is aware
of numerous projects for which this information has been
calculated and reported. Moreover, as a resource document, the
Lean Government Metrics Guide does not dictate what metrics
must be used and when. The guide states that it is important to
remember that the Lean ... metrics discussed in this guide should
ultimately support progress toward achieving the agency's mission.

Yet, the Lean Government Metrics Guide clearly outlines cost as a process metric
and provides instruction on how to calculate cost metrics. OSEM’s Associate
Director acknowledged that the EPA could more effectively report and share
actual results, noting that the agency has made recent progress on reporting such
results.

Limited Oversight and Restricted Authority to Implement Lean

The EPA provides limited oversight for leading, implementing and monitoring the
Lean program agencywide, as well as for establishing expectations and
accountability. OP staff have been assessing and addressing circumstances ad hoc
and lack a cohesive Lean strategy.

Currently, the responsible office for the EPA’s Lean Government Initiative is
OP’s OSEM, Evaluation Support Division. According to the Associate Director of
OSEM, “As the NPM, OP provides infrastructure to the Lean Government
Initiative by funding, directing, training and convening to share ideas.”

OP staff asserted that involvement in the EPA’s Lean Government Initiative is
voluntary, with a decentralized process. However, the EPA’s June 2016 policy
statement established a LAB composed of senior executive service members who
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“provide oversight and guidance, utilizing evidence from Lean practices to
monitor the success of this policy at the EPA.”

Per the LAB’s charter, strategy document and website, the LAB is required to
perform the following actions:

* Evaluate and select a limited number of Lean projects whose
results can be transferred or scaled up to better accomplish
EPA’s mission of protecting human health and the
environment.

* Direct the agency’s Lean resources toward best opportunities.

* Gain and share insights into the strategies that best support a
culture of Lean thinking and continuous process improvement.

* Advance the practice of Lean to ensure continuous
improvement at the EPA and with state partners.

= Report quarterly to the Administrator and Deputy
Administrator.

The LAB comprises three to six Senior Executive Service-level officials, two
state representatives, and a facilitator, all of whom also have the day-to-day task
of managing their respective programs or regional offices. LAB members have
begun to examine both Lean projects done internally at the EPA and those done in
coordination with external stakeholders. Members meet occasionally via
teleconference to evaluate and select a limited number of Lean projects, with the
goal of identifying results that can be transferred or scaled up for use by other
offices. However, OP and the LAB have not coordinated to determine how they
will achieve the charges dictated within the June 2016 policy statement, Applying
Lean Practices to Modernize the Business of Environmental Protection at the
EPA. While the newly formed LAB is still working to realize its objectives, the
LAB alone cannot provide adequate oversight of this large-scale initiative. A
dedicated, fully authorized project management team (such as OP) is still needed
to augment the LAB’s oversight functions.

Since Lean is not institutionalized at the agency, there is no strategic plan or
strategic implementation of the program. Further, with restricted authority for
leading the Lean initiative, OP staff cannot effectively monitor the progress of
projects, require project teams to report consistently, implement identified
solutions, establish consistent training, or hold accountable those project owners
who impede implementation or do not act in accordance with policy and guidance.
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Lean Training Not Standardized

The EPA does not provide nor have a requirement for standardized Lean training.
Staff reported that OSEM provides support to regions/offices in obtaining training
as requested rather than developing and disseminating a common curriculum
throughout the agency. OSEM staff added that, as a result, regions and offices
initiate their own efforts to obtain the training they deem appropriate, which can
vary in quality, concepts, terms and activities.

OSEM’s Associate Director provided documentation from representatives of
numerous EPA offices and programs citing, among other issues, that the agency
has a need for Lean training. More specifically, OP’s Lean Rapid Assessment
noted the following training needs:

+ Core team members need more technical coaching and mentoring for
completing their projects using Lean tools.

+ Key team members have not had training on tools that facilitate the
implementation phase to reach sustained results; there is a need for expert
support to fill this gap.

* Not enough core staff are trained regarding what Lean tools can help with
implementation; there is a lack of awareness/understanding in this area.

Th.e EPA notes thg need for standardized training ip i.ts July 2015
guide, Lean Continuous Process Improvement Training Strategy
and Capacity Building Efforts at EPA, which communicates the
agency’s Lean training strategy and offers guidance for attaining
the Continuous Process Improvement (CPI) core competencies. In
the guide, the agency’s Lean Community of Practice noted that
“the variation in training has raised some ... issues related to a
standardized curriculum and the adoption of a CPI certification
program,” such as a “belt” system for advanced practitioners.
Lean training is currently However, although OP has made available a set of core
not standardized across the competencies and basic body of knowledge, there is still variation
agency. (EPA photo) in the training agencywide.

In February 2017, OP’s acting Associate Administrator did state that “OP is now
developing a more specific training curriculum for event participants, managers,
project implementation teams, and project facilitators.” The OIG was not able to
review and confirm this claim.

Opportunities Exist to Strengthen EPA’s Streamlining Efforts
In its September 2014 Lean memorandum, the EPA emphasized that each Lean

project is a significant investment. If the agency does not closely oversee and

17-P-0346 20

SierraClubvEPA_3:18-cv-02372_N.D.Cal. ED_001518A_00000351-00025



monitor its progress on waste reduction, performance and management
improvements, and if it does not maximize the application of Lean practices and
business process improvement approaches, it may be wasting resources by failing
to create efficiencies. Specifically, the agency will not be fulfilling the
expectations of the 2014 and 2015 Administrator’s memorandums or of the 2016
policy statement. Additionally, without operating efficiently and effectively, the
EPA will not be serving as a proper steward of federal resources or operating as a
high-performing organization.

Tracking and reporting actual project results, along with calculating any estimated
benefits and savings using only quality data and methodologies, will enable the
EPA to better represent, substantiate and understand the accuracy and reliability
of any savings or efficiencies resulting from its Lean Government Initiative.
Seeing project outcomes in terms of financial benefits will help to build
momentum and promote the Lean Government Initiative, generate employee
engagement, increase management buy-in, and make a case for transformation
and change.

For the Lean Government Initiative to be fully successful and to enable the
tracking and reporting of efficiencies, the agency must incorporate change
management strategies that encourage the use of Lean practices. The EPA must
also standardize and coordinate Lean-specific training. OP staff should be given
the necessary authority and resources to set priorities, make decisions, and act to
implement Lean goals and expectations. The OIG agrees with OP’s assessment
that, with a full implementation plan, the EPA can advance on the Lean Maturity
Model and sustain Lean as a cultural practice.

Recent Agency Actions Prompted by OIG Work

OP staff stated that they published an update to the Lean Government
Implementation Guide in February 2017 that contains a standard set of tools and
templates to help Lean practitioners and facilitators plan for, conduct and
implement the results of Lean projects. However, the OIG learned that, at the time
our report was finalized, OP's Lean Government Implementation Guide had not
been published but was still in draft form and under review by the agency.

In addition, OP staff stated that, in May 2017, they began conducting a new
comprehensive training program for Lean event participants, managers, project
implementation teams, project facilitators, general staff and managers. Specific
training courses include a Basic Lean Facilitation (“Greenbelt”) certification
course and an Advanced Lean Facilitation course.
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Recommendations
We recommend that the Associate Administrator for Policy:

1. Implement a strategy for institutionalizing the Lean Government Initiative
within the agency by integrating the application of Lean practices and
business process improvement approaches.

2. Develop policies that specify how to plan, design, oversee and implement
Lean practices within the agency.

3. Develop a process for monitoring, tracking and measuring quantifiable
results, including cost savings, for Lean projects.

4. Develop a process for a) vetting projects that have the potential for
standardized implementation across the agency and b) collaborating on
projects to maximize the application of Lean, as well as sharing
experiences and lessons learned agencywide.

5. Develop and implement a consistent and standardized Lean training effort
for the EPA’s staff.

Agency Response and OIG Evaluation

The EPA concurred with all recommendations. The agency provided an estimated

completion date of June 2018 for corrective actions related to Recommendations 1,
2,4 and 5. The agency provided an estimated completion date of January 2018 for

actions related to Recommendation 3.

For Recommendation 1, OP agreed to work with its administrative offices, national
program offices and regional offices to develop a draft Lean strategy by June 2018.

For Recommendation 2, OP agreed to develop policies that specify how to plan,
design, oversee and implement Lean practices within the agency by June 2018.

For Recommendation 3, OP launched a new tracking system in March 2017 that
automated the process for monitoring, tracking and measuring quantifiable results
for Lean projects. The agency also stated that it plans to complete a pilot process by
January 2018 for measuring cost savings realized from Lean projects.

Regarding Recommendation 4, the agency concurred with the recommendations
that it collaborate on Lean projects to avoid overlap and that it develop processes to
share experiences and lessons learned nationwide. However, the agency asked that
the OIG reconsider its recommendation for vetting projects. The OIG agreed and
revised the recommendation based on the agency’s response to the draft report and
discussions with the agency. The agency concurred with the revised
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recommendation. To meet the intent of the revised recommendation, OP agreed to
complete the following actions by June 2018:

1. Use LeanTrack to identify similar projects.
2. Facilitate coordination of teams with similar projects.

3. Use the LAB to identify and prioritize Lean projects with agencywide
implications for transference with the goal of standardization across the
agency.

For Recommendation 5, OP implemented a new comprehensive training program
in May 2017 for Lean event participants, managers, project implementation teams,
project facilitators, general staff and managers. In addition, OP stated that it plans
to establish a standard curriculum through which all agency employees can gain
Lean knowledge and skills by June 2018. OP also described its plans to establish
required annual training for all agency employees regarding Lean basics, as well as
more specific and required annual training for agency managers.

These recommendations will remain open pending completion of the proposed
corrective actions.

The complete agency response to the draft report is in Appendix A.
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Status of Recommendations and
Potential Monetary Benefits

RECOMMENDATIONS
Potential
Planned Monetary
Rec. Page Completion Benefits
No. No. Subject Status! Action Official Date (in $000s)
1 22 Implement a strategy for institutionalizing the Lean Government R Associate Administrator 6/30/18
Initiative within the agency by integrating the application of Lean for Policy
practices and business process improvement approaches.
2 22 Develop policies that specify how fo plan, design, oversee and R Associate Administrator 6/30/18
implement Lean practices within the agency. for Policy
3 22 Develop a process for monitoring, tracking and measuring R Associate Administrator 1131718
quantifiable results, including cost savings, for Lean projects. for Policy
4 22 Develop a process for a) vetting projects that have the potential R Associate Administrator 6/30/18
for standardized implementation across the agency and for Policy
b) collaborating on projects to maximize the application of Lean,
as well as sharing experiences and lessons learned agencywide.
5 22 Develop and implement a consistent and standardized Lean R Associate Administrator 6/30/18
training effort for the EPA's staff. for Policy
t C = Corrective action completed.
R = Recommendation resolved with corrective action pending.
U = Recommendation unresolved with resolution efforts in progress.
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Appendix A

Agency Response to Draft Report
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MEMORANDUM

SUBJECT: Response to Office of Inspector General’s Final Audit Report No. OA-FY16-
0107, EPA’s Lean Government Initiative: Opportunities Exist to Strengthen the
Agency's Streamlining Efforts, dated May 25, 2017

Vivus W B do, - . .
FROM: Samantha I)mviﬁmml and Associate Administrator
Office of Policy \:&% tlazfq
T Kevin Christensen, Assistant Inspector General

Office of Inspector General / Office of Audit

Thank you for the opportunity to respond to the proposed recommendations in the subject audit
report. EPA’s overall response to each of the Office of Inspector General’s (OIG) proposed
recommendations, including comments on the findings and, where appropriate, planned
corrective actions and estimated completion dates are provided below.

1) Proposed Recommendation: The Associate Administrator for Policy should implement a
strategy for institutionalizing the Lean Government Initiative within the agency by integrating
the application of Lean practices and business process improvement approaches.

EPA Response: EPA concurs with this recommendation. The Office of Policy (OP) plans to
work with its administrative offices, national program offices, and regional offices to develop a
draft strategy by June 2018.

2) Proposed Recommendation: The Associate Administrator for Policy should develop policies
that specify how to plan, design, oversee and implement Lean practices within the agency.

EPA Response: EPA concurs with this recommendation. While the agency does not yet have
policies that specifically address how to plan, design, oversee and implement Lean practices, the
Agency has developed several resources to facilitate, guide and promote the integration of Lean
practices across the agency. In February 2017, OP published an update to the Lean Government
Implementation Guide that contains a standard set of tools and templates to help Lean
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practitioners and facilitators plan for, conduct and implement results of Lean projects. In
addition, EPA’s Lean Intranet site includes several tools to help staff plan, design, oversee and
implement Lean projects within the agency.

EPA will develop policies that capitalize on these existing tools to expand the knowledge and
understanding of Lean across the agency. OP will develop these draft policies by June 2018.

3) Proposed Recommendation: The Associate Administrator for Policy should develop a
process for monitoring, tracking and measuring quantifiable results, including cost savings, for
Lean projects.

EPA Response: EPA concurs with this recommendation. OP has developed a process for
monitoring, tracking and measuring quantifiable results for Lean projects. This process is
available on the agency’s Lean Intranet site and outlined in the EPA Way Kit for Lean Projects.
The Metrics Checklist guides Lean teams through a detailed process to select metrics to support
project implementation and track quantifiable results following project completion. In addition to
this information being available on the Intranet, this information is routinely discussed with Lean
Teams, during Community of Practice teleconferences, and periodically shared with members of
the Lean community through email updates.

EPA recently launched a new tracking system called LeanTrack to automate this process.
LeanTrack includes information on over 200 EPA improvement projects and over 700 state
projects. EPA staff can use LeanTrack to search for information on a wide range of Lean
projects, enter data on new and existing projects, and generate custom reports. Following the
launch of LeanTrack, OP held webinars and provided resources via the Intranet to help staff
understand how to use the new system. Over 100 people participated in three webinars held by
OP staff. EPA fully expects that the new system will significantly eliminate inconsistencies in
reporting and improve oversight capabilities.

While financial savings has not been a primary intention of the Lean Government Initiative, EPA
concurs with the recommendation that it develop a process to measure cost savings realized from
Lean projects. The agency plans to complete a pilot process for doing so by January 2018. This
process will be included in the policies developed under Recommendation 2.

4) Proposed Recommendation: The Associate Administrator for Policy should develop a
process for vetting and collaborating on Lean projects to avoid overlap, as well as a process to
share experiences and lessons learned nationwide.

EPA Response: EPA does not concur with the recommendation that it should vet Lean projects.
EPA concurs with the recommendations that it collaborate on Lean projects to avoid overlap and
that it develop processes to share experiences and lessons learned nationwide.

As stated in the agency’s January 30, 2017 response to OIG’s discussion document, EPA
believes that establishing a “governing entity” to vet lean projects could be a disincentive to

programs and offices considering a Lean project. Lean projects are selected and implemented at
the local level based on what individual offices determine to be relevant. This approach provides
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individual offices with the flexibility to choose projects based on their specific needs. EPA
recognizes a difference between smaller, locally focused Lean and those that affect the entire
agency. OIG might consider focusing its recommendation on vetting of those projects to those
with the purpose of and potential for standardized implementation across the entire agency.

EPA continues to believe that OIG’s perceived overlap and duplication of Lean projects is often
a result of improving different parts of an administrative process. At the same time, EPA concurs
with the finding that OP should do more to collaborate and coordinate efforts between offices
with similar projects to adhere to the policy of maximizing the application of Lean practices and
business process improvement approaches. As one example, for projects with agency-wide
implications, the Lean Action Board should identify and prioritize Lean projects for endorsement
by agency senior leadership.

OP has developed toolkits that support knowledge sharing across EPA offices, has organized a
highly attended series of webinars on the transference projects, and is providing Lean facilitation
expertise to ensure consistency across the projects. EPA believes that project transference is
fundamental to realizing the efficiencies of EPA’s Lean Initiative. LeanTrack provides EPA with
a greater opportunity to identify similar projects and to facilitate the coordination of the teams
conducting such projects.

The EPA has created several mechanisms in place to facilitate and promote the sharing of
experiences and lessons learned through the Lean Community of Practice, the Lean Advocates
and the Lean Action Board. EPA will use these networks, including our website and Agency-
wide communications to enhance sharing of project examples and results.

S) Proposed Recommendation: The Associate Administrator for Policy should develop and
implement a consistent and standardized Lean training effort for the EPA’s staff.

EPA Response: EPA concurs with this recommendation. Since at least 2013, EPA has offered
some standardized Lean training, such as Lean awareness webinars. Over 2500 managers and
staff have voluntarily participated in Lean awareness training.

In addition, the agency recently developed a comprehensive training program for Lean event
participants, managers, project implementation teams, project facilitators, general staff and
managers. Specific training courses include a Basic Lean Facilitation (“Greenbelt”) certification
course and an Advanced Lean Facilitation course. Each course includes one-week of in-person
training and several supporting webinars.

Employees who complete these courses will gain valuable skills for applying Lean tools and
facilitation techniques to execute projects and guide others through the continuous improvement
process. OP launched the new training program in May 2017 and is scheduled to hold two
courses this summer and one in the fall. OP is planning to deliver additional sessions of the
Greenbelt course to EPA staff in multiple regional offices before the end of the calendar year.
EPA is also developing course for managers that it expects to begin offering by January 2018.
The agency plans to offer each of these training courses on a regular basis.
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In addition to the training developed by OP, two other EPA offices (Region 9 and OARM) are
also conducting Lean training. By June 2018, OP will establish a standard curriculum through
which all agency employees can gain Lean knowledge and skills. EPA will pursue the
establishment of required training in Lean basics for all agency employees, as well as more
specific training for agency managers, as part of the annual training requirement.

We appreciate OIG’s collaboration throughout the development of this audit and look forward to
working with you to improve EPA’s Lean Government Initiative.
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Appendix B

Distribution

The Administrator

Deputy Administrator

Chief of Staff

Chief of Staff for Operations
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Agency Follow-Up Official (the CFO)

Agency Follow-Up Coordinator

General Counsel

Associate Administrator for Congressional and Intergovernmental Relations
Associate Administrator for Public Affairs

Associate Administrator for Policy

Principal Deputy Associate Administrator, Office of Policy

Director, Office of Strategic Environmental Management, Office of Policy
Audit Follow-Up Coordinator, Office of the Administrator
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To: Bloom, David[Bloom.David@epa.gov}
Cc: Pruitt, Scott[Pruitt.Scott@epa.govl; Jackson, Ryan[jackson.ryan@epa.govl; Darwin,
Henry[darwin.henry@epa.govl]; Chmielewski, Kevin[chmielewski.kevin@epa.gov}]; Vizian,
Donna[Vizian.Donna@epa.govl]; Fine, Steven[fine.steven@epa.gov]; Breen,
Barry[Breen.Barry@epa.govl; Trent, Bobbie[Trent.Bobbie@epa.govl; Anthony,
SherrifAnthony.Sherri@epa.govl; Howard, MarkT{Howard.Marki@epa.gov};, Minoli,
Kevin[Minoli.Kevin@epa.gov]; Lyons, Troy[lyons.troy@epa.gov]; Bowman, Liz[Bowman.Liz@epa.gov};
Osborne, Howard[Osborne.Howard@epa.gov]; Conklin, Jeanne[Conklin.Jeanne@epa.govj; Jones-
Peeler, Meshell[Jones-Peeler.Meshell@epa.govl; Terris, Carol[Terris.Carol@epa.gov]; OBrien,
Kathy[Obrien.Kathy@epa.govl; Jones, Quentin[Jones.Quentin@epa.gov}; Chadwick-Gallo,
Carmelita[Chadwick-Gallo.Carmelita@epa.govl]; Luebbering, Gregory{luebbering.gregory@epa.govl;
Lavergne, Dany[lavergne.dany@epa.gov}; Soward, Ruth-Alene[Soward.Ruth-Alene@epa.gov];
Showman, John[Showman.John@epa.gov}, Polk, Denise[Polk.Denise@epa.gov}; Patrick,
Kimberly[Patrick.Kimberly@epa.govl; Noga, Vaughn[Noga.Vaughn@EPA.GOV]; Hitchens,
Lynnann{hitchens.lynnann@epa.govl]; Hardy, Michael[Hardy.Michael@epa.gov], Woolford,
James{Woolford.James@epa.gov]; Simon, Harvey[Simon.Harvey@epa.gov}; Epley,
Brian[epley.brian@epa.gov];, McKinney, Robertimckinney.robert@epa.govl; Treimel,
Ellen[Treimel.Ellen@epa.gov}; Lemiey, Lauren[Lemley.Lauren@epa.gov}; Hallum,
Carrie[hallum.carrie@epa.gov]; Thornton, Kecia[Thornton.Kecia@epa.gov]; Holliday,
Kysha[Holliday.Kysha@epa.gov], Hublar, Jennifer[Hublar.Jennifer@epa.govl; Regional AFC
ListfRegional_AFC_List@epa.gov]; Washington, Lornaj\Washington.Lorna@epa.gov}; O'Connor,
John[OConnor.John@epa.gov]; GLARB AuditiGLARB_Audit@epa.gov}
From: OIG News
Sent: Wed 11/15/2017 5:50:38 PM
Subject: OIG Report: "EPA’s Fiscal Years 2017 and 2016 Consolidated Financial Statements"
epaoig 20171115-18-F-0039 cert.pdf

Attached is the EPA Office of Inspector General (OIG) report, EPA’s Fiscal Years 2017 and
2016 Consolidated Financial Statements (Report No. 18-F-0039). This report will be available to
the public on the OIG’s website at www.epa.gov/oig.
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Abbreviations

EPA U.S. Environmental Protection Agency
FAC-P/PM  Federal Acquisition Certification for Program and Project Managers
FFMIA Federal Financial Management Improvement Act of 1996
FMFIA Federal Managers’ Financial Integrity Act of 1982
FY Fiscal Year
GAO U.S. Government Accountability Office
IT Information Technology
OCFO Office of the Chief Financial Officer
OIG Office of Inspector General
OMB Office of Management and Budget
SFFAS Statement of Federal Financial Accounting Standards
US.C. United States Code
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< At a Glance
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EPA’s Fiscal Years 2017 and 2016
Consolidated Financial Statements

EPA Receives an Unmodified Opinion

We rendered an unmodified opinion on the We found the EPA’s
EPA’s consolidated financial statements for financial statements to be
fiscal years 2017 and 2016, meaning they were fairly presented and free

fairly presented and free of material of material misstatement.
misstatement.

Internal Control Material Weaknesses and
Significant Deficiencies Noted

We noted the foliowing material weaknesses:

L The EPA’s accounting for software continues to be a material weakness.
L The EPA incorrectly recorded unearned revenue for Superfund special
accounts and did not reconcile unearned revenue for those accounts.

We noted the foliowing significant deficiencies:

L Additional efforts are needed 1o resolve the EPA’s cash difference with the
U.S. Treasury.
L The EPA needs to appoint a Project Manager to oversee the management

of Compass Financials, which is the agency’s accounting system, and to
improve acquisition planning.

Compliance With Laws and Regulations

We did not note any significant noncompliance with laws and regulations.

Recommendations and Planned Agency Corrective Actions

The EPA agreed with our findings and recommendation and expects to
complete the corrective action in fiscal year 2018.

ED_001518A_00000353-00003



en By
&a;{( ﬂ}&@

UNITED STATES ENVIRONMENTAL PROTECTION AGENCY
WASHINGTON, D.C. 20460

OFFICE OF
INSPECTOR GENERAL

November 15, 2017

MEMORANDUM

SUBJECT: EPA’s Fiscal Years 2017 and 2016 Consolidated Financial Statements
Report No. 18-F-0039

FROM: Paul C. Curtis, Director W / ﬁ%

Financial Statement Audits
TO: David Bloom, Acting Chief Financial Officer

Attached is our report on the U.S. Environmental Protection Agency’s (EPA’s) fiscal years 2017 and
2016 consolidated financial statements. The project number for this audit was OA-FY 17-0206. We are
reporting two internal control material weaknesses and two significant deficiencies. Attachment 1
contains details on the material weaknesses and significant deficiencies. We did not note any instances of
noncompliance.

This audit report represents the opinion of the Office of Inspector General, and the findings in this report
do not necessarily represent the final EPA position. EPA managers, in accordance with established EPA
audit resolution procedures, will make final determinations on the findings in this audit report.
Accordingly, the findings described in this audit report are not binding upon the EPA in any enforcement
proceeding brought by the EPA or the Department of Justice.

Action Required

The agency agreed with the recommendation in this report and, therefore, no further response is
required. If you nonetheless choose to provide a response, your response will be posted on the Office of
Inspector General’s public website, along with our memorandum commenting on your response. Your
response should be provided as an Adobe PDF file that complies with the accessibility requirements of
Section 508 of the Rehabilitation Act of 1973, as amended. The final response should not contain data
that you do not want to be released to the public; if your response contains such data, you should
identify the data for redaction or removal along with corresponding justification.

This report will be available at www.epa.gov/oig.

Attachments
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The Administrator
U.S. Environmental Protection Agency

Report on the Financial Statements

We have audited the accompanying financial statements of the U.S. Environmental Protection
Agency (EPA), which comprise the consolidated balance sheet, as of September 30, 2017, and
September 30, 2016, and the related consolidated statements of net cost, net cost by major
program, changes in net position, and custodial activity; the combined statement of budgetary
resources for the years then ended; and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management 1s responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States
of America; this includes the design, implementation and maintenance of internal control
relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based upon our
audit. We conducted our audit in accordance with generally accepted government auditing
standards; the standards applicable to financial statements contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and Office of
Management and Budget (OMB) Bulletin No. 17-03, Audit Requirements for Federal
Financial Statements. These standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatements.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements to design audit procedures that are appropriate in the circumstances.
An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide
a basis for our audit opinion.

18-F-0039 1
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The financial statements include expenses of grantees, contractors and other federal agencies.
Our audit work pertaining to these expenses included testing only within the EPA. The

U.S. Treasury collects and accounts for excise taxes that are deposited into the Leaking
Underground Storage Tank Trust Fund. The U.S. Treasury is also responsible for investing
amounts not needed for current disbursements and transferring funds to the EPA as
authorized in legislation. Since the U.S. Treasury, and not the EPA, is responsible for these
activitics, our audit work did not cover these activities.

The Office of Inspector General (OIG) is not independent with respect to amounts pertaining
to OIG operations that are presented in the financial statements. The amounts included for
the OIG are not material to the EPA’s financial statements. The OIG is organizationally
independent with respect to all other aspects of the agency’s activities.

Opinion

In our opinion, the consolidated financial statements, including the accompanying notes,
presents fairly, in all material respects, the consolidated assets, liabilities, net position, net
cost, net cost by major program, changes in net position, custodial activity, and combined
budgetary resources of the EPA as of and for the years ended September 30, 2017 and 2016,
in conformity with accounting principles generally accepted in the United States of America.

Emphasis of Matter—Software Capitalization

As described in Note 1 to the financial statements, in fiscal year (FY) 2017, the agency
changed its capitalization policy by increasing the capitalization threshold from $250,000 to
$5 million for new purchases in FY 2017 and thereafter. Statement of Federal Financial
Accounting Standards (SFFAS) No. 10, Accounting for Internal Use Software, allows for
agencies to select their own capitalization threshold. However, the standard states that
agencies should consider whether period cost would be distorted or asset values understated
by expensing the purchase. We found that the EPA did not consider the cost impact on the
financial statements and instead relied mainly on the capitalization policy of several other
agencies that also have adopted a higher capitalization threshold. We could not
independently determine the impact that the change in the capitalization threshold will have
on the agency’s statements. In addition, the agency wrote off approximately $300 million in
software development costs that could not be readily charged to a project or for projects
abandoned. Such costs were unrelated to the change in capitalization threshold. Our opinion
1s not modified in respect to this matter.

Review of EPA’s Required Supplementary Stewardship Information,
Required Supplementary Information, Supplemental Information, and
Management’s Discussion and Analysis

Our audit was conducted for the purpose of forming an opinion on the financial statements as a
whole. The Required Supplementary Stewardship Information, Required Supplementary
Information, Supplemental Information, and Management’s Discussion and Analysis are presented
for purposes of additional analysis and are not a required part of the basic financial statements.
Such information is the responsibility of management. We obtained information from the EPA
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management about its methods for preparing Required Supplementary Stewardship Information,
Required Supplementary Information, Supplemental Information, and Management’s Discussion
and Analysis, and we reviewed this information for consistency with the financial statements.

We did not identify any material inconsistencies between the information presented in the EPA’s
consolidated financial statements and the information presented in the EPA’s Required
Supplementary Stewardship Information, Required Supplementary Information, Supplemental
Information, and Management’s Discussion and Analysis.

Our audit was not designed to express an opinion and, accordingly, we do not express an opinion
on the EPA’s Required Supplementary Stewardship Information, Required Supplementary
Information, Supplemental Information, and Management’s Discussion and Analysis.

Report on Internal Control Over Financial Reporting

Opinion on Internal Control. In planning and performing our audit, we considered the EPA’s
internal control over financial reporting by obtaining an understanding of the agency’s internal
control, determining whether internal control had been placed in operation, assessing control
risk, and performing tests of controls. We did this as a basis for designing our auditing
procedures for the purpose of expressing an opinion on the financial statements and to comply
with OMB audit guidance, not to express an opinion on internal control. Accordingly, we do not
express an opinion on internal control over financial reporting nor on management’s assertion on
internal control included in Management’s Discussion and Analysis. We limited our internal
control testing to those controls necessary to achieve the objectives described in OMB Bulletin
No. 17-03, Audit Requirements for Federal Financial Statements. We did not test all internal
controls relevant to operating objectives as broadly defined by the Federal Managers’ Financial
Integrity Act of 1982 (FMFIA).

Material Weaknesses and Significant Deficiencies. Our consideration of the internal control
over financial reporting would not necessarily disclose all matters in the internal control over
financial reporting that might be significant deficiencies. A deficiency in internal control exists
when the design or operation of a control does not allow management or employees, in the
normal course of performing their assigned functions, to prevent or to detect and correct
misstatements on a timely basis. A material weakness is a deficiency or combination of
deficiencies in internal control, such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented or detected and corrected
in a timely manner. A significant deficiency is a deficiency or a combination of deficiencies in
internal control that is less severe than a material weakness yet is important enough to merit
attention by those charged with governance.

Because of inherent limitations in internal control, misstatements, losses or noncompliance may
nevertheless occur and not be detected. We noted certain matters discussed below involving the
internal control and its operation that we consider to be significant deficiencies, two of which we
consider to be material weaknesses. These issues are summarized below and detailed in
Attachment 1.

18-F-0039 3
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PROPERTY

EPA’s Accounting for Software Continues to Be a Material Weakness

We previously reported the EPA’s accounting for software as a materal weakness in our
FYs 2014 through 2016 audits. While we note that the agency has taken steps to address
its software material weakness, the EPA continues to experience problems in adequately
documenting capitalized software transactions. In FY 2017, we found that the EPA had
misposted entries leading to misstated depreciation and amortization expense and loss on
disposal of asset costs. Federal standards require that transactions be appropriately
documented and that internal control be maintained. Failure to properly record capital
software transactions in the agency’s property management system and Compass
Financials—the agency’s accounting system—compromises the accuracy of the EPA’s
property accounts and depreciation and operating expenses, as well as the accuracy of the
agency’s financial statements. Consequently, we continue to report accounting for
software as a material weakness.

SPECIAL ACCOUNTS

EPA Did Not Properly Record or Reconcile Unearned Revenue for
Superfund Special Accounts

The EPA did not modify the accounting model in the accounting system to properly
record all Superfund special accounts activity or perform a comprehensive reconciliation
of Superfund special accounts general ledger balances to the special accounts database
detail during FY 2017. In OIG Report No. 17-F-0046, Audit of EPA’s Fiscal Years 2016
and 2015 Consolidated Financial Statements, issued November 15, 2016, we reported as
a material weakness that the EPA did not properly record or reconcile unearned revenue
for Superfund special accounts in FY 2016. During FY 2017, we found that the EPA did
not implement the corrective actions to complete the new posting model change, nor did
the agency perform a comprehensive reconciliation of special accounts. As a result, the
EPA cannot ensure the accuracy of the unearned revenue and financial statements.

CASH
Additional Efforts Needed to Resolve EPA’s Cash Differences With Treasury

As of September 30, 2017, there was $2.2 million in cash differences between the EPA
and U.S. Treasury cash balances. We previously reported the EPA’s long-standing cash
differences with Treasury as a significant deficiency in our FY's 2015 and 2016 audit
reports on the financial statements. Treasury’s guidance requires the EPA to correct and
resolve any differences between the Treasury’s and EPA’s Fund Balance with Treasury.
However, the EPA’s Office of the Chief Financial Officer (OCFO) did not have effective
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internal control to adequately monitor the internal cash differences and ensure that the
EPA resolved the differences with Treasury. Unresolved differences may result in
misstatements of the EPA’s Fund Balance with Treasury and financial statements, as well
as increase the risk of fraud.

INFORMATION TECHNOLOGY

EPA Needs to Appoint a Project Manager to Oversee Management of
Compass Financials and Improve Acquisition Planning

EPA’s Compass Financials application—a major information technology (IT)
investment—Ilacks an oversight structure to ensure that personnel implement agency
policies and procedures and guide the project through the acquisition process. OMB
Circular A-130, Managing Information as a Strategic Resource, Appendix 1-13-j(2),
requires agencies to provide oversight of information systems that are used by contractors
or that collect or maintain federal information. This oversight includes the responsibility
to implement policies and procedures for security controls and accountability for
information systems. Paragraph 7.1.1.2 of the EPA’s Acquisition Guide requires
acquisition planning for all acquisitions. The guide defines “acquisition planning” as the
process by which all personnel responsible for an acquisition coordinate to fulfill agency
needs in a timely manner and at a reasonable cost.

Attachment 2 contains the status of issues reported in prior years’ reports. The issues included in
the attachment should be considered among the EPA’s significant deficiencies for FY 2017.

We reported less significant internal control matters to the agency during the course of the audit.
We will not issue a separate management letter.

Comparison of EPA’s FMFIA Report With Our Evaluation of Internal Control

OMB Bulletin No. 17-03, Audit Requirements for Federal Financial Statements, requires the
OIG to compare material weaknesses disclosed during the audit with those material weaknesses
reported in the agency’s FMFIA report that relate to the financial statements. The OIG is also
required to identify material weaknesses disclosed by the audit that were not reported in the
agency’s FMFIA report.

For financial statement audit and financial reporting purposes, OMB defines material weaknesses
in internal control as a deficiency or combination of deficiencies in internal control such that
there is a reasonable possibility that a material misstatement of the entity’s financial statements
will not be prevented or detected and corrected on a timely basis.

The agency reported Capitalized Software and Accounting for Unearned Revenue as material
weaknesses in FY 2017. Capitalized software continues to be reported as a material weakness in

the design or operation of internal control. The agency is in the process of developing a
corrective action plan for Accounting for Unearned Revenue.

18-F-0039 5
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Tests of Compliance With Laws, Regulations, Contracts and
Grant Agreements

EPA management is responsible for complying with laws, regulations, contracts and grant
agreements applicable to the agency. As part of obtaining reasonable assurance about whether
the agency’s financial statements are free of material misstatement, we performed tests of its
compliance with certain provisions of laws, including those governing the use of budgetary
authority, regulations, contracts and grant agreements that have a direct effect on the
determination of material amounts and disclosures in the financial statements. We also
performed certain other limited procedures as described in Codifications of Statements on
Auditing Standards, AU-C 250.14-16, “Consideration of Laws and Regulations in an Audit of
Financial Statements.” OMB Bulletin 17-03, Audit Requirements for Federal Financial
Statements, requires that we evaluate compliance with federal financial statement system
requirements, including the requirements referred to in the Federal Financial Management
Improvement Act of 1996 (FFMIA). We limited our tests of compliance to these provisions and
did not test compliance with all laws and regulations applicable to the EPA.

Opinion on Compliance With Laws, Regulations, Contracts and Grant Agreements

Providing an opinion on compliance with certain provisions of laws, regulations, contracts
and grant agreements was not an objective of our audit and, accordingly, we do not express
such an opinion. A number of ongoing investigations involving the EPA’s grantees and
contractors could disclose violations of laws and regulations, but a determination about these
cases has not been made.

We did not identify any significant matters involving compliance with laws and regulations
that came to our attention during the course of the audit.

Federal Financial Management Improvement Act Noncompliance

Under FFMIA, we are required to report whether the agency’s financial management systems
substantially comply with the federal financial management systems requirements, applicable
federal accounting standards, and the United States Government Standard General Ledger at
the transaction level. To meet the FFMIA requirement, we performed tests of compliance
with FFMIA Section 803(a) requirements and used the OMB Memorandum M-09-06-23,
Implementation Guidance for the Federal Financial Management Improvement Act, dated
January 9, 2009, to determine substantial noncompliance with FFMIA.

The results of our tests did not disclose any instances of noncompliance with FFMIA
requirements, including where the agency’s financial management systems did not
substantially comply with the applicable federal accounting standard.

We did not identify any significant matters involving compliance with laws and regulations

related to the agency’s financial management systems that came to our attention during the
course of the audit.
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Audit Work Required Under the Hazardous Substance Superfund Trust Fund

Our audit work was also performed to meet the requirements in 42 U.S.C. § 9611(k) with
respect to the Hazardous Substance Superfund Trust Fund to conduct an annual audit of
payments, obligations, reimbursements or other uses of the fund. The significant deficiencies
reported above also relate to Superfund.

Prior Audit Coverage

During previous financial or financial-related audits, we reported weaknesses that impacted our
audit objectives in the following areas:

0 The EPA undercapitalized software costs, leading to restated FY 2013 financial

statements and a continued material weakness.

The EPA did not capitalize lab renovation costs.

10 The EPA’s internal controls over the accountable personal property inventory process
need improvement.

0 The EPA’s property management system does not reconcile to its accounting system.

' The EPA did not properly record or reconcile unearned revenue for Superfund special
accounts.

0 Originating offices did not forward accounts receivable source documents in a timely

manner to the finance center.
. The EPA should improve controls over expense accrual reversals.
. The EPA should improve its efforts to resolve its long-standing cash differences with the
U.S. Treasury.

T Financial management system user account management needs improvement.

10 The OCFO lacks internal controls when assuming responsibility for account management
procedures of financial systems.

10 Financial and mixed-financial applications did not comply with required account
management controls.

I The EPA needs controls to monitor direct access to its accounting system.

Attachment 2 summarizes the current status of corrective actions taken on prior audit report
recommendations related to these issues. We found during our audit that the issues reported in
prior audits and listed in Attachment 2 still exist and should be considered as outstanding
significant deficiencies and noncompliance issues unless otherwise noted.

Agency Comments and OIG Evaluation

In a memorandum dated November 13, 2017, the Chief Financial Officer responded to our draft
report. The EPA agreed with our findings and recommendation and expects to complete the
corrective action in FY 2018.

The rationale for our conclusions and a summary of the agency comments are included in the
appropriate sections of this report, and the agency’s complete response is included as
Appendix II to this report.
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This report is intended solely for the information and use of the management of the EPA, OMB
and Congress, and it is not intended to be and should not be used by anyone other than these

specified parties.
STE 22

Paul C. Curtis

Certified Public Accountant

Director, Financial Statement Audits
Office of Inspector General

U.S. Environmental Protection Agency
November 14, 2017
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Attachment 1

Internal Control Material Weaknesses and
Significant Deficiencies
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1 —EPA’s Accounting for Software Continues to Be a
Material Weakness

We previously reported the EPA’s accounting for software as a material weakness in our

FYs 2014 through 2016 audits. While we note that the agency has taken steps to address its
software material weakness, the EPA continues to experience problems in adequately
documenting capitalized software transactions. In FY 2017, we found that the EPA had
misposted entries, leading to misstated depreciation and amortization expense and loss on
disposal of asset costs. Federal standards require that transactions be appropriately documented
and that internal control be maintained. Failure to properly record capital software transactions in
the agency’s property management system and Compass Financials—the agency’s accounting
system—compromises the accuracy of the EPA’s property accounts and depreciation and
operating expenses, as well as the accuracy of the agency’s financial statements. Consequently,
we continue to report accounting for software as a material weakness.

SFFAS No. 10, Accounting for Internal Use Software, requires entities to capitalize the costs of
software that meet the criteria for general property, plant and equipment. Software life cycle
includes three phases: planning, development and operations. Capitalized software costs should
include the full costs (direct and indirect) incurred during the software development stage. The
Software-In-Development general ledger account represents costs incurred in the software
development.! Upon completion, costs incurred are capitalized and transferred to the Internal-
Use Software general ledger account.” The SSFAS also requires that entities amortize in a
systematic and rational manner over the estimated useful life of the software; amortization should
begin when that module or component has been successfully tested. The agency’s practice is to
capitalize software costs exceeding its annual capitalization threshold of $250,000 over 7 years.
In FY 2017, the agency increased its capitalization threshold for new software projects to

$5 million.

Beginning in FY 2015, the EPA took steps to improve its internal accounting and controls over
software costs. In FY 2017, the EPA stated that it reviewed software projects and met with
program offices to validate software costs in development and asset values in production.
During its efforts to validate software costs, the EPA wrote off approximately $300 million in
software development costs, $295 million in capitalized software, and $181 million in associated
amortization by reversing entries and creating large abnormal balances in depreciation and
amortization expense and other accounts. The agency subsequently corrected the abnormal
balance in depreciation and amortization expense, an account that is listed in Note 35
Reconciliation of Net Cost of Operations to Budget Other accounts that were not corrected are
included as components of gross costs in the statement of net costs and have no material impact.

The U.S. Government Accountability Office’s (GAQO’s) Standards for Internal Control in the
Federal Government defines the five standards for the minimum level of quality acceptable for
internal control in government. Management should design control activities to achieve
objectives and respond to risks. The standard for control activities requires appropriate
documentation of transactions and internal control. Management is to clearly document internal

! Treasury Financial Manual, United States Standard General Ledger Bulletin No. 2017-06, Part 1, Section II:
Accounts and Definitions.
2 Ibid.
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control, all transactions and other significant events in a manner that allows the documentation
to be readily available for examination. Because the audit trail of supporting documentation was
msufficient in determining the validity of the actions taken on the software projects analyzed,
our ability to conclude that the entries made were accurately recordedwas affected.

Failure to properly record property transactions in the agency’s property management system
and Compass compromises the accuracy of the EPA’s property accounts, depreciation and
operating expenses, as well as the accuracy of the agency’s financial statements. The agency
indicated that it does not expect to complete corrective actions on this material weakness until

2018; thus, we continue to report this material weakness but have no additional
recommendations.

Agency Comments and OIG Evaluation

The agency plans to complete corrective actions on this material weakness in FY 2018.

18-F-0039 1
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2 - EPA Did Not Properly Record or Reconcile Unearned Revenue for
Superfund Special Accounts

The EPA did not modify the accounting model in the accounting system to properly record all
Superfund special accounts activity or perform a comprehensive reconciliation of Superfund
special accounts general ledger balances to the special accounts database detail during FY 2017.
In OIG Report No. 17-F-0046, Audit of EPA’s Fiscal Years 2016 and 2015 Consolidated
Financial Statements, issued November 15, 2016, we reported, as a material weakness, that the
EPA did not properly record or reconcile unearned revenue for Superfund special accounts in
FY 2016. During FY 2017, we found that the EPA did not implement the corrective actions to
complete the new posting model change, nor did the agency perform a comprehensive
reconciliation of special accounts. As a result, the EPA cannot ensure the accuracy of the
unearned revenue and financial statements.

Federal guidance directs agencies to record cash advances received for long-term projects as
unearned revenue:

I The SFFAS applies to general purpose financial reports of the U.S. Government reporting
entities. SFFAS No. 7 is the accounting standard for revenue and other financing sources
and directs agencies to record a cash advance for long-term projects as unearned revenue.
Revenue should be recognized as costs are incurred to provide the goods and services.

' Section 122(b)(3) of the Comprehensive Environmental Response, Compensation, and
Liability Act (42 U.S.C. 9622(b)(3)) and Executive Order 12580 authorize the EPA to
retain and use funds received through an agreement with potentially responsible parties to
address past and/or future response costs. The EPA retains these funds in site-specific
accounts called “special accounts.” The EPA should record special account settlement
funds received as unearned revenue, and the agency should reduce unearned revenue and
recognize earned revenue as expenses are incurred.

= The GAO’s Standards for Internal Control in the Federal Government requires accurate
and timely recording of transactions and events, as well as comparison of file totals with
control totals.

Attachment 2 includes our FY 2016 recommendations to the OCFO and the status of the EPA’s
corrective actions. The agency does not expect to complete corrective actions on this material

weakness until 2018; thus, we continue to report this material weakness but have no additional
recommendations.

Agency Comments and OIG Evaluation

The agency concurred with our findings and recommendations and plans to complete corrective
actions in FY 2018.
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3 - Additional Efforts Needed to Resolve EPA’s
Cash Differences With Treasury

As of September 30, 2017, there was $2.2 million in cash differences between the EPA and

U.S. Treasury cash balances. We previously reported the EPA’s long-standing cash differences
with Treasury as a significant deficiency in our FY's 2015 and 2016 audit reports of the financial
statements. Treasury’s guidance requires the EPA to correct and resolve any differences between
the Treasury’s and EPA’s Fund Balance with Treasury. However, the EPA’s OCFO did not have
effective internal controls to adequately monitor the internal cash differences and ensure that the
EPA resolved the differences with Treasury. Unresolved differences may result in misstatements

of the EPA’s Fund Balance with Treasury and financial statements, as well as increase the risk of
fraud.

The Treasury Financial Manual, Volume 1, Section 3335, “Reconciling FMS 224, Section I1,”
states that agencies should reconcile regional finance center transactions separately from
Intra-governmental Payments and Collections transactions by comparing transactions reported in
their accounting systems with the transactions reported to Treasury by the regional finance
centers and through the Intra-governmental Payment and Collection system. In the month
following the reporting month, agencies should correct any disclosed differences. Therefore, for
our review, we considered cash differences to be long-standing if they were unresolved for more
than 1 month after the initial reporting month.

The EPA’s Resource Management Directive System No. 2540-03-P1, Fund Balance with
Treasury Management Standard Form 224 Reconciliation, requires the EPA to review and track
monthly the differences between the Treasury’s and EPA’s Fund Balance. The directive requires
the OCFO’s General Ledger Analysis and Reporting Branch to review monthly the agency
financial system of record and to report issues to the respective finance center. The General
Ledger Analysis and Reporting Branch is responsible for tracking all budget clearing account
items from posting to final disposition. The EPA finance centers are required to provide
comments, as needed, to the General Ledger Analysis and Reporting Branch on the monthly cash
differences report.

The OCFO prepares a monthly cash difference report by accounting point and treasury symbol to
identify and resolve differences between the Treasury and EPA records. We found that the
EPA’s Washington Finance Center continues to have long-standing unresolved cash differences.
As of September 30, 2017, the General Ledger Analysis and Reporting Branch reported

$73.5 million in cash differences, including long-standing differences of $2.2 million, at the
Washington Finance Center. These long-standing differences remained unresolved for at least

4 months.

The OCFO did not adequately monitor the internal cash differences at the transaction level to
ensure that the EPA resolved the differences with Treasury. The General Ledger Analysis and
Reporting Branch relied on the accounting points to resolve individual cash differences.
However, the Washington Finance Center did not resolve its long-standing differences.
Therefore, the General Ledger Analysis and Reporting Branch did not have effective internal
controls to resolve the individual cash differences.
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By not adequately monitoring and resolving all cash differences, the EPA increases the risk of
unrecorded transactions and fraud. Unrecorded transactions misstate the EPA’s Fund Balance
with Treasury and the financial statements. During our FY 2015 financial statements audit, we
found that the EPA had not resolved $2.6 million in long-standing cash differences between the
EPA and Treasury balances. Based on our findings, we recommended in our FY 2015 report—
OIG Report No. 16-F-0040, Audit of EPA’s Fiscal Years 2015 and 2014 Consolidated Financial
Statements, 1ssued November 16, 2015—that the OCFO do the following:
' Require the General Ledger Analysis and Reporting Branch to monitor and work with the
finance centers to resolve all internal cash differences to ensure the EPA resolves all of
the differences with Treasury.

' Require the Payroll accounting point and Washington Finance Center to research and
resolve cash differences.

During our FY 2016 audit, we found that the EPA had made efforts to identify and resolve its
long-standing cash differences. Furthermore, the EPA was still working on completing its
corrective action to require the Payroll accounting point and the Washington Finance Center to
research and resolve cash differences. We therefore did not make any additional
recommendations regarding this issue in our FY 2016 financial audit report, OIG Report No.
17-F-0046, EPA’s Fiscal Years 2016 and 2015 Consolidated Financial Statements , issued
November 15, 2016.

During our current audit, we noted major improvements, but long-standing unresolved cash
differences of $2.2 million remain at the Washington Finance Center. However, since the EPA is

still working on resolving cash differences and completing its corrective action, we do not make
any new recommendations in our FY 2017 financial audit report.

Agency Comments and OIG Evaluation

The agency responded that 1t will continue to research efforts to resolve the remaining
differences.
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4 - EPA Needs to Appoint a Project Manager to Oversee Management
of Compass Financials and Improve Acquisition Planning

The EPA’s Compass Financials application—a major IT investment—Ilacks an oversight
structure to ensure that personnel implement agency policies and procedures and guide the
project through the acquisition process. OMB Circular A-130, Managing Information as a
Strategic Resource, at Appendix 1-13-j(2), requires agencies to provide oversight of information
systems that are used by contractors or that collect or maintain federal information. This
oversight includes the responsibility to implement policies and procedures for security controls
and accountability for information systems. Paragraph 7.1.1.2 of the EPA’s Acquisition Guide
requires acquisition planning for all acquisitions. The guide defines “acquisition planning” as the
process by which all personnel responsible for an acquisition coordinate to fulfill agency needs
in a timely manner and at a reasonable cost.

Hiring a Project Manager for Compass Financials

As of April 9, 2017, the EPA did not have a Project Manager assigned to oversee the
management of Compass Financials. During the audit and after inquires by the OIG, the EPA
issued a public and internal vacancy announcement on June 28, 2017, to recruit and fill the IT
Project Manager position within the OCFO. OCFO representatives attributed the delay in hiring
a Project Manager for Compass Financials to EPA restrictions and a hold placed on hiring.
However, despite these restrictions and hold, the EPA could have appointed an internal
employee to serve as the acting Project Manager until the office was capable of filling the
position permanently.

The OMB specifies that major acquisitions be overseen by personnel possessing the Federal
Acquisition Certification for Program and Project Managers (FAC-P/PM). Attachment 1,
Section 5, of OMB’s December 16, 2013, memorandum regarding the FAC-P/PM outlines the
certification requirements that managers must meet to oversee major acquisitions:

Program managers assigned to programs considered major acquisitions by their
agency, and as defined by Office of Management and Budget (OMB) Circular
A-11 (IT and non-IT), must be senior-level certified unless an extension is granted
by the appropriate agency official. ... Project managers assigned to lead projects
within these major acquisitions must be, at a minimum, mid-level certified.

In addition, Attachment 4 (Sections 4 and 5) of OMB’s 2013 memorandum emphasizes that
Program and Project Managers “managing major IT investments shall hold senior level
FAC-P/PM-IT specialization.” This memorandum also indicates that Project Managers who do
not already have their FAC-P/PM-IT must obtain it within 1 year of being assigned to a relevant
project.

The absence of a Project Manager leaves the EPA without a knowledgeable expert to fulfill
critical oversight responsibilities, including coordinating with agency representatives, making
technical and programmatic decisions, and reviewing legislation and authoritative issuances for
Compass Financials and other systems.
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Issuing a Follow-On Contract for Hosting Compass Financials

The lack of an assigned Project Manager contributed, in part, to the OCFO not having a
permanent contract to manage costs for operating Compass Financials. The original contract for
Compass Financials, which was awarded in February 2007, provided for licensing, hosting and
maintenance services under a sole source procurement. As a result of the EPA’s Federal
Information Technology Acquisition Reform Act’® process in August 2015, the agency’s Chief
Information Officer decided to split the hosting from the
licensing and maintenance of Compass Financials into separate
contracts. The Office of Environmental Information estimated
that the EPA could achieve $3 million in cost savings over

7 years by procuring the most competitive hosting solution for
Compass Financials.

Although the original contract expired in February 12, 2017, a
solicitation for the hosting of Compass Financials was not
released until December 2016. To maintain the services of the incumbent vendor until a new
contract was awarded, the Office of Acquisition Management—within the EPA’s Office of
Administration and Resources Management—had to procure sole source extensions of the
original contract. Figure 1 shows the timeline of contract renewal events.

Figure 1: Timeline of contract renewal events

Source: OlG-generated diagram.

As of September 30, 2017, the original contract was on its fourth extension. These extensions
cost the EPA over $7.4 million (Table 1). The cost of the fourth extension increased $11,703
over the average cost per day of the first three extensions, from $21,003 to $32,706; therefore,
the total cost of the fourth extension was $1,416,118 more than the average cost of the first three
extensions. The fourth extension covered the software license and operations and maintenance,
in addition to “change requests and enhancements arising from new, previously unidentified,
missed, or incomplete Compass Financials requirements.”

3 The Federal Information Technology Acquisition Reform Act became law as part of the National Defense
Authorization Act for FY 2015 (Title VIII, Subtitle D, H.R. 3979).
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Table 1: Summary of extensions

2nd extension | 05/12/17-06/30/17 1,059,353 21,619.45
3rd extension 07/01/17-07/31/17 608,438 20,281.27
4th extension 08/01/17-11/30/17 3,957,527 121 $32,706.83

Source: OlG-generated table based on contract task orders.

In addition, based on the Office of Environmental Information’s $3 million cost-savings estimate
for competitively procuring hosting services for Compass Financials, the EPA may have
overspent $250,000 by having to extend the sole source contract.

The Contracting Officer for the Compass Financials contract indicated that the Office of
Acquisition Management had to accommodate requests from lawyers, perform several market
research efforts, and revise the new solicitation several times. These initiatives all delayed the
solicitation and award of the new hosting contract.

Information obtained from the Office of Environmental Information indicates that 17 of the
EPA’s systems are currently hosted by contractors. The EPA should therefore be familiar with
the acquisition process for hosting services and should have been able to implement a timely
acquisition plan to contract the hosting of Compass Financials. We attribute this deficiency to the
EPA not developing an agencywide acquisition planning strategy for all the agency’s systems.

We did not make a recommendation regarding this issue in this report. On June 24, 2016, the
OIG mitiated an audit of EPA’s acquisition planning. The findings and recommendations
resulting from that audit are detailed in OIG Report No. 18-P-0038, Improved Acquisition
Planning Will Help EPA Reduce Hundreds of Millions of Dollars in High-Risk Contracts, issued
November 15, 2017.

Action Taken as a Result of Our Audit

As a result of this audit finding, the OCFO outlined corrective actions and provided a completion
date for its corrective action. The EPA indicated that a Project Manager for Compass Financials
was appointed on October 1, 2017. However, it is incumbent upon the OCFO to monitor the
Project Manager’s progress in obtaining the FAC-P/PM-IT within the 1-year deadline and to take
corrective actions if the Project Manager is unable to complete the certification requirements.

Recommendation
We recommend that the Chief Financial Officer:
1. Require the Compass Financials Project Manager to obtain the Federal Acquisition
Certification for Program and Project Managers with the Information Technology
specialization within the 1-year deadline, as required by the Office of Management and

Budget, and take corrective actions if the Project Manager is not able to complete the
certification requirements by the deadline.
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Agency Comments and OIG Evaluation

The OCFO agreed with our finding and recommendation. The office stated it would complete the
corrective action by October 1, 2018. We consider this recommendation resolved with corrective
action pending.
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Attachment 2

Status of Prior Audit Report Recommendations

The EPA is working to strengthen its audit management procedures to address audit findings in a
timely manner and to complete corrective actions expeditiously and effectively. Strengthened
procedures will also help improve environmental results. In FY 2017, the EPA’s acting Chief
Financial Officer, as the Agency Follow-Up Official, issued a memorandum to senior agency
leadership, reminding senior managers of their stewardship responsibilities for developing and
promptly implementing effective corrective actions. The agency also accomplished these other
notable actions to strengthen its audit management procedures:

. Completed the revised EPA Manual 2750, Audit Management Procedures, effective
March 28, 2017. EPA Manual 2750 is a comprehensive audit management guide that
addresses OIG, GAO and Defense Contract Audit Agency audits. The document was posted
on the EPA intranet on May 5, 2017.

[ Issued progress reports by the OCFO highlighting the status of management decisions and
corrective actions. The reports are shared with program office and regional managers
throughout the agency to keep them informed of the status of progress on their audits.

In addition, the EPA maintained its commitment to engage early with the OIG on audit findings
and to develop effective corrective actions that address OIG recommendations. Table 2 outlines
the status of past significant deficiency findings that have not been resolved to date.

Table 2: Significant deficiency issues not fully resolved

L EPA’s Accounting for Software Continues to Be a Material Weakness
In our FYs 2014, 2015 and 2016 audits, we identified the agency’s accounting for software as a
material weakness. In FY 2014, the agency found it had undercapitalized software by expensing
approximately $255 million in software costs over a 7-year period. The undercapitalized software and
related equity accounts indicate that the agency has a material weakness in internal control over
identifying and capitalizing software; internal control failed o detect and correct the errors, resulting in
a misstatement of the FY 2013 financial statements. During FY 2017, the agency continued to take
corrective actions to improve its accounting for software. While the agency has made progress and
taken steps to correct weaknesses, not all corrective actions have been completed. Corrective actions
for the remaining recommendations are not due to be completed until 2018.

L EPA Did Not Capitalize Lab Renovation Costs
In our FY 2014 audit, we found that the EPA did not capitalize approximately $8 million of Research
Triangle Park lab renovations. As a result, the EPA did not properly classify the lab renovations as a
capital improvement. The agency capitalized and booked the Research Triangle Park lab renovation
costs and related depreciation. One corrective action was partially completed: The EPA Office of
General Counsel believed that the 1999 legal opinion was still a viable legal opinion but did not provide
examples to guide the agency’s determinations of when renovation work should be funded from
agency program appropriations or Building and Facilities funds. Corrective actions for other
recommendations related to this finding were not due until September 2017; however, the agency
revised the expected completion date to February 28, 2018.
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L EPA’s Internal Controls Over Accountable Personal Property Inventory Process Need
Improvement
In our FY 2014 audit, we noted that the EPA reported a $2.6 miliion difference between the amount of
accountable personal property recorded in the property management system (Maximo) and the
amount of physical inventory for FY 2014. The EPA also identified 573 property items not recorded in
Maximo. During our FY 2015 audit, we found that the agency made progress and took steps to correct
the differences between the amount of personal property recorded in Maximo and the amount of
physical inventory. However, although the agency implemented its corrective actions, we have not
assessed the effectiveness of these actions.

L EPA’s Property Management System Does Not Reconcile to Its Accounting System (Compass)
During our FY 2014 audit, we found that the EPA did not reconcile $100 million of capital equipment
within its property management subsystem (Maximo) to relevant financial data within its accounting
system (Compass). The inability to reconcile the property subsystem with Compass can compromise
the effectiveness and reliability of financial reporting. We previously reported on this issue in our
FYs 2012 and 2013 financial statement audit reports. In FY 2014, the agency issued procedures to
reconcile capital property. The agency stated that it had begun to resolve the differences between
Maximo and Compass; however, problems continue to exist. In FYs 2015 and 2016, we again reported
this weakness as a significant deficiency; therefore, the EPA’s corrective actions were not yet effecive.
In FY 2017, the agency informed us that this corrective action was actually completed in
September 2016; however, no supporting documentation has been provided to date. Therefore, we
were not able to assess the effectiveness of the action.

L EPA Did Not Properly Record or Reconcile Unearned Revenue for Superfund Special Accounts
During FY 2015, the EPA misstated earned and unearned revenue for Superfund special accounts.
The EPA changed its accounting practice in FY 2015 to record settlement proceedsin Superfund
special accounts as unearned revenue. However, in our FY 2016 audit, we found that the EPA did not
properly record $168 million of unearned revenue for Superfund special accounts or perform a
comprehensive reconciliation of Superfund special accounts unearned revenue general ledger
balances to the special accounts database detail. The EPA made these errors because it did not
modify the accounting model for special accounts in Compass Financials. During our FY 2017 audit,
we found that the EPA would not be able to complete its corrective actions to modify the accounting
model or reconcile Superfund special accounts unearned revenue general ledger balances to the
special accounts database detail until FY 2018.

L Originating Offices Did Not Timely Forward Accounts Receivable Source Documents to the
Finance Center
In FY 2014, we found that the EPA and the Department of Justice did not forward accounts receivable
source documents to the finance center in a timely manner. During FY 2015, the EPA's Office of
Enforcement and Compliance Assurance issued a memorandum reminding the regions to provide
accounts receivable enforcement documentation to the finance centerin a timely manner. In addition,
the OCFO updated the EPA's Superfund guidance to direct originating offices to send accounts
receivable control forms to the finance centerin a timely manner. While we have noted some
improvements in the Cincinnati Finance Center's timely receipt of legal documents, we still identified
instances of untimely receipt during FY's 2015, 2016 and 2017. Therefore, the agency's corrective
actions are not completely effective, and we will continue to evaluate how timely the receipt of
accounts receivable source documents is in FY 2018.
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L EPA Should Improve Controls Over Expense Accrual Reversals
In FY 2012, the EPA did not reverse approximately $108 million of FY 2011 yearend expense
accruals. The EPA did not reverse the accrual transactions because the Compass posting
configuration for the applicable fund category was inaccurate. By not reversing the accrualsin a timely
manner, the EPA materially overstated the accrued liability and expense amounts in the quarterly
financial statements. The EPA’s Policy Announcement No. 95-11, Policies and Procedures for
Recognizing Year-End Accounts Payable and Related Accruals, requires the agency to “recognize and
report all accounts payable and related accruals in its yearend financial reports.” In our audit report
issued November 16, 2012, we recommended thatthe EPA update Policy Announcement No. 95-11 to
require reconciliations of accruals and accrual reversals. EPA officials concurred with our finding and
recommendation and took corrective action by implementing an independent review of the FY 2012
accruals and reversals. The EPA also performed accrual reviews prior to the issuance of the FY 2013
quarterly financial statements. During the FY 2013 audit, the EPA extended the target completion date
for updating Policy Announcement No. 95-11 to June 2014. During our FY 2014 audit, the EPA
extended the target completion date again to December 31, 2015, due to workload and resource
constraints. In FY 2015, the EPA again revised the date to December 31, 2016, to explore new
methods to streamline the accrual processes and take advantage of efficiencies available inthe
Compass upgrade scheduled for February 2016. During our FY 2016 audit, the EPA anticipated being
able to meet its targeted completion date (December 31, 2016). In FY 2017,the EPA developed
Resource Management Directive System 2540-04-P3, Accounts Payable Policies and Procedures for
Recognizing Year-End Accrued Liabilities for Grants, which superseded Policy Announcement
No. 95-11. Resource Management Directive System 2540-04-P3 addresses the EPA's requirements
for recording accrued liabilities for grants in the EPA's financial system. In addition, the EPA stated
that it updated the policy for the accounts payable grants and it started drafting the policy for other
types of accruals in April 2017. The policy drafting process entails identification of accrual process
holders with primary points of contact, documentation gathering, development of the policy for each
type of accrual by working with primary points of contact, and final review of the policy document. The
EPA projected a June 2018 completion date for updating the policy for all accruals.

L EPA Should Improve Its Efforts to Resolve EPA’s LongStanding Cash Differences With Treasury
During our FY 2015 audit, we found that the EPA had not resolved $2.6 million in long-standing cash
differences between the EPA and Treasury balances. Based on our findings, we recommended that
the Chief Financial Officer require the General Ledger Analysis and Reporting Branch to monitor and
work with the finance centers to resolve all internal cash differences to enable the EPA to resolve all
differences with Treasury. We also recommended that the Chief Financial Officer require the Payroll
accounting point and Washington Finance Center to research and resolve cash differences. The
agency agreed with our finding and recommendations. According to the agency’s corrective action
status report, as of November 2, 2016, the agency completed its corrective action for the first
recommendation. During our FY 2016 audit, we found that the EPA made efforts to identify and
resolve its long-standing cash differences and that the agency was working on completing its
corrective action o require the Payroll accounting point and the Washington Finance Center to
research and resolve cash differences. We did not make any additional recommendations regarding
this issue in our FY 2016 financial audit report but included it as an unresolved significant deficiency.
During our FY 2017 audit, we noted major improvements, but long-standing unresolved cash
differences of $2.2 million remain at the Washington Finance Center. Since the EPA is still working on
resolving cash differences and completing its corrective action, we did not make any new
recommendations in our FY 2017 financial audit report.

L Financial Management System User Account Management Needs Improvement
During our FY 2009 audit, we found that the EPA had not established policies that clearly define
incompatible functions and associated processes to ensure that proper separation of dutiesare
enforced within the financial system application. Based on our findings, we recommended in our
FY 2009 report that the OCFO ensure that all new and updated financial management systems include
an automated control to enforce separation of duties. The agency agreed with our finding and
recommendation. The EPA had considered this recommendation closed; however, the OCFO agreed
in FY 2016 to develop alternative corrective actions for this recommendation, with a planned
completion date of December 31, 2017. In FY 2017, the OCFO extended the completion date to
December 31, 2018.
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L OCFO Lacks Internal Controls When Assuming Responsibility for Account Management
Procedures of Financial Systems
During our FY 2015 audit, we found that the OCFO’s Application Management staff assumed
responsibility for managing oversight of users’ access to the Payment Tracking System without
ensuring that the system had documentation covering key account management procedures. Based
on our findings, we recommended in our FY 2015 report that the Chief Financial Officer implement an
internal control process for transferring the management of an application’s user access to the
Application Management staff. We also recommended that the Chief Financial Officer conduct an
inventory of OCFO systems managed by the Application Management staff and create or update
supporting access management documentation for each application. Further, we recommendedthat
the Chief Financial Officer work with the Contracting Officer to update applicable contract clauses and
distribute updated access management documentation to contractors supporting the user account
management function for applications managed by the Application Managementstaff. The agency
agreed with our finding and recommendations. In FY 2017, the OCFO extended the completion date
for the first and second recommendations to December 31, 2018, In addition, the OCFO modified the
corrective action for the third recommendation but is adhering to the original expected completion date
of March 31, 2018.

L Financial and Mixed-Financial Applications Did Not Comply With Required Account
Management Controls
During our FY 2015 audit, we found that the EPA lacked management oversight to ensure that
responsible individuals fully develop and implement required account management controls for the
EPA’s financial and mixed-financial systems. Based on our finding, we recommended in ourFY 2015
report that the Chief Financial Officer review and update account management documentation and
establish procedures for financial systems. We also recommended that the Chief Financial Officer
issue a memorandum emphasizing the need to follow access control procedures, conduct an inventory
of financial systems to ensure the systems are entered into Xactato monitor compliance with required
information systems security controls, and implement a process {0 notify the OCFO of the status of
corrective actions entered into Xacta. The agency agreed with our finding and recommendations.
According to the agency’s corrective action status report, as of June 27, 2016, the agency completed
corrective actions for all but the first recommendation. The EPA is currently working on reviewing and
updating account management documentation and establishing procedures for financial systems, but
in FY 2017, the OCFO extended the completion date for this corrective action to December 31, 2018.

L EPA Needs Controls to Monitor Direct Access to the Compass Financials Database
During our FY 2016 audit, we found that the EPA did not establish controls to monitor direct access to
data within the Compass Financials database. Based on our findings, we recommended in our
FY 2016 report that the Chief Financial Officer work with the Compass Financials service provider to
establish controls for creating and locking administrative accounts. We also recommended that the
Chief Financial Officer work with the Compass Financials service provider to develop and implement a
methodology to monitor accounts with administrative capabilities. Further, we recommended that the
Chief Financial Officer enter the Continuous Monitoring Assessment recommendations into the
agency’s system used for monitoring the remediation of information security corrective actions. The
agency concurred with our recommendations. According to the agency’s corrective action status
report, as of August 1, 2017, the agency is adhering to the planned completion date of September 30,
2021, for the first and second recommendations. Corrective actions for the third recommendation have
been completed.

Source: OIG analysis.
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Attachment 3

Status of Current Recommendations and
Potential Monetary Benefits

RECOMMENDATIONS
Potential
Planned Monetary
Rec. Page Completion Benefits
No. No. Subject Status? Action Official Date (in $000s)
1 17 Require the Compass Financials Project Manager fo obtain the R Chief Financial Officer 10/1/18
Federal Acquisition Certification for Program and Project
Managers with the Information Technology specialization within
the 1-year deadline, as required by the Office of Management
and Budget, and take corrective actions if the Project Manager is
not able to complete the certification requirements by the
deadline.
t C = Corrective action completed.
R = Recommendation resolved with corrective action pending.
U = Recommendation unresolved with resolution efforts in progress.
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Principal Financial Statements
United States Environmental Protection Agency
CONSOLIDATED BALANCE SHEET
As of September 30,2017, and 2016
(Dollars in Thousands)
FY 2017 FY 2016
Assets:
Intragovernmental:
Fund Balance with Treasury (Note 2) 8464,107 $ 8,341,156
Investments (Note 4) 5,326,013 5,308,734
Accounts Receivable, Net (Note 5) 17,804 7,210
Other (Note 6) 200,822 206,693
Total Intragovernmental 14,008,746 13,863,793
Cash and Other Monetary Assets (Note 3) 10 10
Accounts Receivable, Net (Note 5) 508,171 486,814
Property, Plant & Equipment, Net (Note 9) 719,488 1,041,200
Other (Note 6) 8,241 7,074
Total Assets 15,244,656 S 15,398,891
Stewardship PP& E (Note 11)
Liabilities:
Intragovernmental:
Accounts Payable and Accrued Liabilities (Note 8) 97,035 § 73,891
Debt Due to Treasury (Note 10) - -
Custodial Liability (Note 12) 22,548 42,579
Other (Notes 13) 134,983 82,412
Total Intragovernmental 254,566 198,882
Accounts Payable & Accrued Liabilities (Note 8) 523,713 521,056
Pensions & Other Actuarial Liabilities (Note 15) 45,245 45,037
Environmental Cleanup Costs (Note 21) 39,544 36,103
Cash-out Advances, Superfund (Note 16) 3,514,426 3,264,224
Commitments & Contingencies (Note 17) - -
Payroll & Benefits Payable (Note 32) 205,632 210,797
Other (Note 13) 145,328 425,621
Total Liabilities 4,728,454  § 4,701,720
Net Position:
Unexpended Appropriations - Funds from Dedicated Collections (Note 18) 3,697 4,080
Unexpended Appropriations - Other Funds 7,302,077 7,263,400
Cumulative Results of Operations - Funds from Dedicated Collections (Note 18) 2,638,364 2,577,360
Cumulative Results of Operations - Other Funds 572,065 852,331
Total Net Position 10,516,203 10,697,171
Total Liabilities and Net Position 15,244,656 S 15,398,891
The accompanying notes are an integral part of these statements.
18-F-0039
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United States Environmental Protection Agency
CONSOLIDATED STATEMENT OF NET COST
For the Fiscal Years Ended September 30,2017 and 2016

(Dollars in Thousands)
FY 2017 FY 2016

Costs:

Gross Costs (Note 19) $ 9,024232 $ 9,176,572
Less:

Earned Revenue (Note 19) 532,663 448,388
Net cost of operations (notes 25 and 35) $ 8,491,569 $ 8,728,184

The accompanying notes are an integral part of these statements.
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United States Environmental Protection Agency
CONSOLIDATED STATEMENT OF NET COST BY MAJOR PROGRAM
For the Fiscal Years Ended September 30, 2017
(Dollars in Thousands)
Environ. Undergroud , “Tribal
Programs Storage Science & Assistance Consolidated
& Mgmt. Tanks Technology Superfund Agreements Other Totals
Costs:
Intragovernmental $ 924,012 4,437 200,358 275,695 54,159 112,492 1,571,153
WCF Eliminations - - - - - 11512 @11,512)
With the Public 2,093,973 85,996 612,169 1,219,020 3,395,913 257,520 7,664,591
Total Costs $ 3,017,985 90,433 812,527 1,494,715 3,450,072 158,500 9,024,232
Less:
Earned Revenue, Federal $ 40,400 - 7,356 26,733 - 231,229 305,718
WCF Eliminations - ; - i - (211,290) (211,290)
Earned Revenue, non-Federal 10,275 - 1,274 389,103 - 37,583 438,235
Total Earned Revenue 50,675 8,630 415,836 57,522 532,663
(Note19) - -
Net Cost of Operations $ 2967310 90,433 803,897 1,078,879 3,450,072 100,978 8,491,569
The accompanying notes are an integral part of these statements.
United States Environmental Protection Agency
CONSOLIDATED STATEMENT OF NET COST BY MAJOR PROGRAM
For the Fiscal Year Ended September 30, 2016
(Dollars in Thousands)
Environ. U;:iig:fnd . St;;:b?;d
Programs Storage Science & Assistance Consolidated
& Mgmt. Tanks Technology Superfund Agreements Other Totals
Costs:
Intragovernmental $ 942,545 4,820 195,740 65,405 57,263 65,317 1,331,090
With the Public 1,764,864 95,761 596,663 1,147,693 3,927,269 313,132 7,845,482
Total Costs $ 2,707,409 100,581 792,403 1,213,098 3,984,632 378,449 9,176,572
Less:
Earned Revenue, Federal $ 29,960 - 7,217 43,894 - 22,933 104,004
Earned Revenue, non-Federal 1,575 - 1,084 302,087 - 39,638 344 384
Total Earned Revenue
(Note19) 31,535 - 8,301 345,981 - 62,571 448,388
Net Cost of Operations $ 2,675,874 100,581 784,102 867,117 3,984,632 315,878 8,728,184
The accompanying notes are an integral part of these statements.
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United States Environmental Protection Agency
CONSOLIDATED STATEMENT OF CHANGES IN NET POSITION
For the Fiscal Years Ended September 30, 2017
(Dollars in Thousands)
FY 2017
Funds from FY 2017 FY 2017
Dedicated All Other Consolidated
Collections Funds Total
Cumulative Results of Operations:
Net Position - Beginning of Period $ 2,577,361 $ 852331 § 3,429,692
Beginning Balances, as Adjusted 2,577,361 852,331 3,429,692
Budgetary Financing Sources:

Appropriations Used 2,991 7,945,939 7,948,930

Non-exchange Revenue - Securities Invest. (Note 34) 47,445 - 47.445

Non-exchange Revenue - Other (Note 34) 246,289 - 246,289

Transfers In/Out (Note 30) (13,211) 24,041 10,830

Trust Fund Appropriations 953,850 (1,038,131) (84,281)
Total Budgetary Financing Sources 1,237,364 6,931,849 8,169,213

Other Financing Sources (Non-Exchange):

Imputed Financing Sources (Note 31) 13,425 89,669 103,094
Total Other Financing Sources 13,425 89,668 103,094
Net Cost of Operations (1,189,785) (7,301,784) (8,491,569)
Net Change 61,004 (280,266) (219,262)

Cumulative Results of Operations $ 2,638,364 § 572,065 $ 3,210,429
FY 2017
Funds from FY 2017 FY 2017
Dedicated All Other Consolidated
Collections Funds Total
Unexpended Appropriations:
Net Position - Beginning of Period $ 4080 $ 7263400 $ 7,267 480
Beginning Balances, as Adjusted 4,080 7,263,400 7,267,480
Budgetary Financing Sources:

Appropriations Received 3,178 8,107,870 8,111,048

Other Adjustments (Note 33) (570) (123,254) (123,824)

Appropriations Used (2,991) (7,945,939) (7,948,930)
Total Budgetary Financing Sources (383) 38,677 38,294
Total Unexpended Appropriations 3,697 7,302,077 7,305,774

Total Net Position $ 2,642,061 $ 7,834,599 $ 10,516,203
The accompanying notes are an integral part of these statements.
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United States Environmental Protection Agency
CONSOLIDATED STATEMENT OF CHANGES IN NET POSITION
For the Fiscal Year Ended September 30, 2016
(Dollars in Thousands)
FY 2016 Funds FY 2016 FY 2016
from Dedicated All Other Consolidated
Collections Funds Total
Cumulative Results of Operations:
Net Position - Beginning of Period $ 2,776,112 § 783,828 § 3,559,940
Beginning Balances, as Adjusted 2,776,112 783,828 3,559,940
Budgetary Financing Sources:
Appropriations Used 1,807 8,263,715 8,265,522
Non-exchange Revenue - Securities Invest. (Note 34) 38,303 - 38,303
Non-exchange Revenue - Other (Note 34) 231,305 - 231,305
Transfers In/Out (Note 30) (9,600) 28,789 19,189
Trust Fund Appropriations 711,684 (811,684) (100,000)
Total Budgetary Financing Sources 973,499 7,480,820 8.454.319
Other Financing Sources (Non-Exchange)
Transfers In/Out (Note 30) - - -
Imputed Financing Sources (Note 31) 23,954 119,663 143,617
Total Other Financing Sources 23,954 119,663 143,617
Net Cost of Operations (1,196,204) (7,531,980) (8,728,184)
Net Change (198,751) 68,503 (130,248)
Cumulative Results of Operations $ 2,577,361 $ 852,331 § 3,429,692
FY 2016 Funds FY 2016 FY 2016
from Dedicated All Other Consolidated
Collections Funds Total
Unexpended Appropriations:
Net Position - Beginning of Period $ 16,579 $ 7,783,251 § 7,799,830
Beginning Balances, as Adjusted 16,579 7,783,251 7,799,830
Budgetary Financing Sources:
Appropriations Received 3,674 7,783,578 7,787,252
Appropriations Transferred In/Out (Note 30) (13,294) 12,716 (577)
Other Adjustments (Note 33) (1,072) (52,429) (53,501)
Appropriations Used (1,807) (8,263,716) (8,265,522)
Total Budgetary Financing Sources (12,499) (519,851) (532,350)
Total Unexpended Appropriations 4,080 7,263,400 7,267 482
Total Net Position $ 2,581,442 $ 8,115,732 § 10,697,174
The accompanying notes are an integral part of these statements.
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United States Environmental Protection Agency
COMBINED STATEMENT OF BUDGETARY RESOURCES
For the Fiscal Year Ended September 30, 2017 and 2016
(Dollars in Thousands)
FY 2017 FY 2016

BUDGETARY RESOURCES
Unobligated balance, brought forward, October 1: $ 4,242 051 4,350,630

Adjustment to Un-Obligation Balance (Allocation Transfer Agencies) 21,150 961

Unobligated Balance Brought Forward, October 1, as adjusted 4,263,201 4.351,591
Recoveries of prior year unpaid obligations (Note 26) 330,486 234,361
Other changes in unobligated balance (42,261) (13,622)
Unobligated balance from prior year budget authority, net 4,551,426 4,572,330
Appropriations (discretionary and mandatory) 9,370,266 9,096,422
Spending Authority from offsetting collection (discretionary and mandatory) 680,152 610,181
Total Budgetary Resources $ 14,601,844 14,278,933
STATUS OF BUDGETARY RESOURCES
New obligations and upward adjustments (total) $ 10,354,618 10,036,882
Unobligated Balance, end of year:

Apportioned 4,152,585 4,086,727
Unapportioned 1,992 36,008
Total Unobligated balance, end of period (Note 27) 4,154,577 4,122,735
Expired unobligated balance, end of year 92,649 119316
Total Status of Budgetary Resources $ 14,601,844 14,278,933
CHANGE IN OBLIGATED BALANCE
Unpaid Obligations:
Unpaid obligations, brought forward, October 1 (gross) $ 8,694,969 9,104,831
Obligations incurred, net 10,354,618 10,036,882
Outlays (gross) (9,916,8306) (10,212,494)
Recoveries of prior year unpaid obligations (330,486) (234,361)
Unpaid obligations, end of year (gross) $ 8,802,265 8,694 858
Uncollected Payments
Uncollected customer payments from Federal Sources, brought forward, October 1) (248,640) (235,529)
Change in uncollected customer payments from federal sources (56,729) (13,111)
Uncollected customer payments from Federal Sources, end of year (305,369) (248,640)
Memorandum entries:
Obligated balance, start of year $ 8,446,218 8,869,302
Obligated balance, end of year (net) $ 8,496,895 8446218
BUDGET AUTHORITY AND OUTLAYS, NET:
Budget authority, gross (discretionary and mandatory) $ 10,050,418 9,706,603
Actual offsetting collections (discretionary and mandatory) (644,573) (597,070)
Change in uncollected customer payments from Federal sources (discretionary and mandatory) (56,729) (13,111)
Budget Authority, net (discretionary and mandatory) $ 9,349,116 9,096,422
Outlays, gross (discretionary and mandatory) $ 9,916,836 10,212,494
Actual offsetting collections (discretionary and mandatory) (644,573) (597,070)
Outlays, net (discretionary and mandatory) 9,272,263 9,615,424
Distributed offsetting receipts (Note 29) (1,109,453) (886,453)
Agency outlays, net (discretionary and mandatory) $ 8,162,810 8,728,971
The accompanying notes are an integral part of these statements.
18-F-0039 6
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United States Environmental Protection Agency
STATEMENT OF CUSTODIAL ACTIVITY
For the Fiscal Year Ended September 30, 2017 and 2016

(Dollars in Thousands)
FY 2017 FY 2016
Revenue Activity:
Sources of Cash Collections:
Fines and Penalties $ 1,571,258 $ 95,473
Other 29,301 (4,333)
Total Cash Collections 1,600,559 91,140
Accrual Adjustment (19,545) 7,786
Total Custodial Revenue (Note 24) 1,581,014 98.926
Disposition of Collections:
Transferred to Others (General Fund) 1,600,593 91,140
Increases/Decreases in Amounts Yet to be Transferred (19,579) 7,786
Total Disposition of Collections 1,581,014 98.926
Net Custodial Revenue Activity $ - $ -

The accompanying notes are an integral part of these statements.
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Environmental Protection Agency
Notes to the Financial Statements
Fiscal Year Ended September 30, 2017 and September 30, 2016
(Dollars in Thousands)

Note 1. Summary of Significant Accounting Policies

A. Reporting Entities

The EPA was created in 1970 by executive reorganization from various components of other federal
agencies to better marshal and coordinate federal pollution control efforts. The Agency is generally
organized around the media and substances it regulates - air, water, hazardous waste, pesticides, and toxic
substances.

The FY 2017 financial statements are presented on a consolidated basis for the Balance Sheet, Statement of
Net Cost, Statement of Net Costs by Major Program, Statement of Changes in Net Position, Statement of
Custodial Activity and a combined basis the Statement of Budgetary Resources. These financial statements
include the accounts of all funds described in this note by their respective Treasury fund group.

B. Basis of Presentation

These accompanying financial statements have been prepared to report the financial position and results of
operations of the U. S. Environmental Protection Agency (the EPA or Agency) as required by the Chief
Financial Officers Act of 1990 and the Government Management Reform Act of 1994. The reports have
been prepared from the financial system and records of the Agency in accordance with Office of
Management and Budget (OMB) Circular No. A-136, Financial Reporting Requirements, and the EPA
accounting policies, which are summarized in this note.

C. Budgets and Budgetary Accounting
I. General Funds

Congress enacts an annual appropriation for State and Tribal Assistance Grants (STAG), Buildings and
Facilities (B&F), and for payments to the Hazardous Substance Superfund to be available until expended, as
well as annual appropriations for Science and Technology (S&T), Environmental Programs and Management
(EPM) and for the Office of Inspector General (OIG) to be available for two fiscal years. When the
appropriations for the General Funds are enacted, Treasury issues a warrant for the respective appropriations.
As the Agency disburses obligated amounts, the balance of funds available in the appropriation is reduced at
the U.S. Treasury (Treasury).

The EPA provided support for hurricane and wildfire relief via reimbursable agreements with other federal
agencies. As of September 30, 2017, reimbursable agreements for Hurricane’s Harvey, Irma, Maria, and
Nate totaled $75.4 million. Reimbursable agreements for wildfire response totaled $51.0 million. These
transactions are recorded in the Environmental Programs and Management appropriation.

The EPA has one three-year appropriation account to provide funds to carry out section 3024 of the Solid
Waste Disposal Act, including the development, operation, maintenance, and upgrading of the hazardous
waste electronic manifest system. The Agency is authorized to establish and collect user fees for this account
that will be used for the electronic manifest system.

18-F-0039 8
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The Water Infrastructure Finance and Innovation Act of 2014 (WIFIA) established a Federal credit program
administered by the EPA for eligible water and wastewater infrastructure projects. The program is financed
from appropriations to cover the estimated long-term cost of the loan. The long-term cost of the loans are
defined as the net present value of the estimated cash flows associated with the loans. A permanent indefinite
appropriation is available to finance the costs of re-estimated loans that occur in subsequent years after the
loans were disbursed. The Agency received a two-year appropriation in fiscal year 2017 to finance the
administration and subsidy portions of the program. As of September 30, 2017, no loan amounts have been
obligated or disbursed.

Funds transferred from other federal agencies are processed as non-expenditure transfers. Clearing accounts
and receipt accounts receive no appropriated funds. Amounts are recorded to the clearing accounts pending
further disposition. Amounts recorded to the receipt accounts capture amounts collected for or payable to the
Treasury General Fund.

II. Revolving Funds

Funding of the Reregistration and Expedited Processing Fund (FIFRA) and Pesticide Registration Funds
(PRIA) is provided by fees collected from industry to offset costs incurred by the Agency in carrying out
these programs. Each year, the Agency submits an apportionment request to OMB based on the anticipated
collections of industry fees.

Funding of the Working Capital Fund (WCF) is provided by fees collected from other Agency appropriations
and other federal agencies to offset costs incurred for providing the Agency administrative support for
computer and telecommunication services, financial system services, employee relocation services,
background investigations, continuity of operations, and postage.

The Natural Resource Damages Trust Fund (NRDA) was established for funds received for critical damage
assessments and restoration of natural resources injured as a result of the Deepwater Horizon oil spill.

III. Special Funds
The Environmental Services Receipts Account Fund obtains fees associated with environmental programs.
1V. Deposit Funds

Deposit accounts receive no appropriated funds. Amounts are recorded to the deposit accounts pending
further disposition. Until a determination is made, these are not the EPA’s funds. The amounts are reported
to the US Treasury through the Government-Wide Treasury Account Symbol Adjusted Trial Balance System

V. Trust Funds

Congress enacts an annual appropriation for the Superfund, Leaking Underground Storage Tank (LUST) and
the Inland Oil Spill Programs accounts to remain available until expended. Transfer accounts for the
Superfund and LUST Trust Funds have been established for purposes of carrying out the program activities.
As the Agency disburses obligated amounts from the transfer account, the Agency draws down monies from
the Superfund and LUST Trust Funds held at Treasury to cover the amounts being disbursed. The Agency
draws down all the appropriated monies from the Principal Fund of the Oil Spill Liability Trust Fund when
Congress enacts the Inland Oil Spill Programs appropriation amount to the EPA’s Inland Oil Spill Programs
account.

In 2015, the EPA established a receipt account for Superfund special account collections. Special accounts
are comprised of reimbursements from other federal agencies, state cost share payments under Superfund
State Contracts (SSCs), and settlement proceeds from Potentially Responsible Parties (PRPs) under
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Comprehensive Environmental Response, Compensation, and Liability Act (CERCLA) Section 122(b)(3).
This allows the Agency to invest the funds until draw down is needed for special accounts disbursements.

D. Basis of Accounting

Generally Accepted Accounting Principles (GAAP) for federal entities is the standard prescribed by the
Federal Accounting Standards Advisory Board (FASAB), which is the official standard-setting body for the
Federal Government and the American Institute of Certified Public Accountants (AICPA). The financial
statements are prepared in accordance with GAAP for federal entities.

Transactions are recorded on an accrual accounting basis and a budgetary basis. Under the accrual method,
revenues are recognized when earned and expenses are recognized when a liability is incurred, without
regard to receipt or payment of cash. Budgetary accounting facilitates compliance with legal constraints and
controls over the use of federal funds posted in accordance with OMB directives and the U.S. Treasury
regulations.

EPA uses a modified matching principle since federal entities recognize unfunded (without budgetary
resources) liabilities in accordance with FASAB Statement of Federal Financial Accounting Standards
(SFFAS) No. 5 “Accounting for Liabilities of the Federal Government.”

E. Revenues and Other Financing Sources

The following the EPA policies and procedures to account for inflow of revenue and other financing sources
are in accordance with SFFAS No. 7, “Accounting for Revenues and Other Financing Sources.”

I. Superfund

The Superfund program receives most of its funding through appropriations that may be used within specific
statutory limits for operating and capital expenditures (primarily equipment). Additional financing for the
Superfund program is obtained through: reimbursements from other federal agencies, state cost share
payments under Superfund State Contracts (SSCs), and settlement proceeds from PRPs under
Comprehensive Environmental Response, Compensation, and Liability Act (CERCLA) Section 122(b)(3)
which are placed into Special Accounts. Special Accounts and corresponding interest are classified as
mandatory appropriations due to the ‘retain and use’ authority under CERCLA 122(b) (3). Cost recovery
settlements that are not placed in special accounts are deposited in the Superfund Trust Fund.

II. Other Funds

Funds under the Federal Credit Reform Act of 1990 receive program guidance and funding needed to
support loan programs through appropriations which may be used within statutory limits for operating and
capital expenditures. The WIFIA program receives additional funding to support the awarding, servicing and
collections of loans and loan guarantees through application fees collected in the program fund. WIFIA
authorizes the EPA to charge fees to recover all or a portion of the Agency’s cost of providing credit
assistance and the costs of retaining expert firms, including financial engineering, and legal services, to assist
in the underwriting and servicing of Federal credit instruments. The fees are to cover costs to the extent not
covered by congressional appropriations.

The FIFRA and PRIA funds receive funding through fees collected for services provided and interest on
mvested funds. The WCF receives revenue through fees collected for services provided from the Agency
program offices. Such revenue is eliminated with related Agency program expenses upon consolidation of
the Agency’s financial statements.
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Appropriated funds are recognized as Other Financing Sources expended when goods and services have been
rendered without regard to payment of cash. Other revenues are recognized when earned (i.e., when services
have been rendered).

F. Funds with the Treasury

The Agency does not maintain cash in commercial bank accounts. Cash receipts and disbursements are
handled by Treasury. The major funds maintained with Treasury are Appropriated Funds, Revolving Funds,
Trust Funds, Special Funds, Deposit Funds, and Clearing Accounts. These funds have balances available to
pay current liabilities and finance authorized obligations, as applicable.

G. Investments in U.S. Government Securities

Investments in U.S. Government securities are maintained by Treasury and are reported at amortized cost net
of unamortized discounts. Discounts are amortized over the term of the investments and reported as interest
income. No provision is made for unrealized gains or losses on these securities because, in the majority of
cases, they are held to maturity (see Note 4).

H. Notes Receivable
The Agency records notes receivable at their face value and any accrued interest as of the date of receipt.
I. Marketable Securities

The Agency records marketable securities at cost as of the date of receipt. Marketable securities are held by
Treasury and reported at their cost value in the financial statements until sold (see Note 4).

J. Accounts Receivable and Interest Receivable

Superfund accounts receivable represent recovery of costs from PRPs as provided under CERCLA as
amended by Superfund Amendments and Reauthorization Act of 1986 (SARA). Since there is no assurance
that these funds will be recovered, cost recovery expenditures are expensed when incurred (see Note 5). The
Agency also records allocations receivable from the Superfund Trust Fund, which are eliminated in the
consolidated totals.

The Agency records accounts receivable from PRPs for Superfund site response costs when a consent
decree, judgment, administrative order, or settlement is entered. These agreements are generally negotiated
after at least some, but not necessarily all, of the site response costs have been incurred. It is the Agency's
position that until a consent decree or other form of settlement is obtained, the amount recoverable should
not be recorded.

The Agency also records accounts receivable from states for a percentage of Superfund site remedial action
costs incurred by the Agency within those states. As agreed to under SSCs, cost sharing arrangements may
vary according to whether a site was privately or publicly operated at the time of hazardous substance
disposal and whether the Agency response action was removal or remedial. SSC agreements are usually for
10 percent or 50 percent of site remedial action costs, depending on who has the primary responsibility for
the site (i.e., publicly or privately owned). States may pay the full amount of their share in advance or
incrementally throughout the remedial action process.

The majority of remaining receivables for non-Superfund funds represent penalties and interest receivable
for general fund receipt accounts, unbilled intragovernmental reimbursements receivable, and refunds
receivable for the STAG appropriation.
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K. Advances and Prepayments

Advances and prepayments represent funds paid to other entities both internal and external to the Agency for
which a budgetary expenditure has not yet occurred.

L. Appropriated Amounts Held by Treasury

Cash available to the Agency that is not needed immediately for current disbursements of the Superfund and
LUST Trust Funds and amounts appropriated from the Superfund Trust Fund to the OIG, remains in the
respective Trust Funds managed by Treasury.

M. Property, Plant, and Equipment

The EPA accounts for its personal and real property accounting records in accordance with SFFAS No. 6,
“Accounting for Property, Plant and Equipment” as amended. For EP A-held property, the Fixed Assets
Subsystem (FAS) maintains the official records and automatically generates depreciation entries monthly
based on in-service dates.

A purchase of EPA-held or contractor-held personal property is capitalized if it is valued at $25 thousand or
more and has an estimated useful life of at least two years. For contractor-held property, depreciation is taken
on a modified straight-line basis over a period of six years depreciating 10 percent the first and sixth year,
and 20 percent in years two through five. Detailed records are maintained and accounted for in contractor
systems, not in FAS for contractor-held property. Acquisitions of EPA-held personal property are
depreciated using the straight-line method over the specific asset’s useful life, ranging from two to 15 years.

Personal property includes capital leases. To be defined as a capital lease, it must, at its inception, have a
lease term of two or more years and the lower of the fair value or present value of the projected minimum
lease payments must be $75 thousand or more. Capital leases may also contain real property (therefore
considered in the real property category as well), but these need to meet an $150 thousand capitalization
threshold. In addition, the lease must meet one of the following criteria: transfers ownership at the end of the
lease to the EPA; contains a bargain purchase option; the lease term is equal to 75 percent or more of the
estimated economic service life; or the present value of the projected cash flows of the lease and other
minimum lease payments is equal to or exceeds 90 percent of the fair value.

Superfund contract property used as part of the remedy for site-specific response actions is capitalized in
accordance with the Agency’s capitalization threshold. This property is part of the remedy at the site and
eventually becomes part of the site itself. Once the response action has been completed and the remedy
implemented, the EPA retains control of the property (i.e., pump and treat facility) for 10 years or less, and
transfers its interest in the facility to the respective state for mandatory operation and maintenance — usually
20 years or more. Consistent with the EPA’s 10-year retention period, depreciation for this property is based
on a 10-year life. However, if any property is transferred to a state in a year or less, this property is charged
to expense. If any property is sold prior to the EPA relinquishing interest, the proceeds from the sale of that
property shall be applied against contract payments or refunded as required by the Federal Acquisition
Regulations. An exception to the accounting of contract property includes equipment purchased by the WCF.
This property is retained in FAS, depreciated utilizing the straight-line method based upon the asset’s in-
service date and useful life and is reflected on the WCF statements.

Real property consists of land, buildings, capital and leasehold improvements and capital leases. In FY 2017
the EPA increased the capitalization threshold for real property, other than land, to $150 thousand from $85
thousand for buildings and improvements and $25 thousand for plumbing, heating, and sanitation projects.

2
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The new threshold will be applied prospectively. Land is capitalized regardless of cost. Buildings are valued
at an estimated original cost basis, and land is valued at fair market value if purchased prior to FY 1997. Real
property purchased after FY 1996 is valued at actual cost. Depreciation for real property is calculated using
the straight-line method over the specific asset’s useful life, ranging from 10 to 50 years. Leasehold
improvements are amortized over the lesser of their useful life or the unexpired lease term. Additions to
property and improvements not meeting the capitalization criteria, expenditures for minor alterations, and
repairs and maintenance are expensed when incurred.

Internal use software includes purchased commercial off-the-shelf software, contractor-developed software,
and software that was internally developed by Agency employees. In FY 2017, the EPA reviewed its
capitalization threshold levels for PP&E. The Agency performed an analysis of the values of software assets,
reviewed capitalization of other federal entities, and evaluated the materiality of software account
balances. Based on the review, the Agency increased the capitalization threshold from $250 thousand to $5
million to better align with major software acquisition investments. The $5 million threshold will be applied
prospectively to software acquisitions and modifications/enhancements placed into service after September
30, 2016. Software assets placed into service prior to October 1, 2016 were capitalized at the $250 thousand
threshold. Internal use software 1s capitalized at full cost (direct and indirect) and amortized using the
straight-line method over its useful life, not exceeding five years.

Internal use software purchased or developed for the working capital fund is capitalized at $250 thousand
and i1s amortized using the straight-line method over its useful life, not exceeding 5 years

N. Liabilities

Liabilities represent the amount of monies or other resources that are more likely than not to be paid by the
Agency as the result of an Agency transaction or event that has already occurred and can be reasonably
estimated. However, no liability can be paid by the Agency without an appropriation or other collections
authorized for retention. Liabilities for which an appropriation has not been enacted are classified as
unfunded liabilities and there is no certainty that the appropriations will be enacted. Liabilities of the Agency
arising from other than contracts can be abrogated by the Government acting in its sovereign capacity.

O. Borrowing Payable to the Treasury

Borrowing payable to Treasury results from loans from Treasury to fund the WIFIA direct loans. Periodic
principal payments are made to Treasury based on the collections of loans receivable. As of September 30,
2017, no loans have been disbursed.

P. Accrued Unfunded Annual Leave

Annual, sick and other leave is expensed as taken during the fiscal year. Annual leave earned but not taken at
the end of the fiscal year is accrued as an unfunded liability. Accrued unfunded annual leave is included in
the Balance Sheet as a component of “Payroll and Benefits Payable.” Sick leave earned but not taken 1s not
accrued as a liability. It is expensed as it is used.

Q. Retirement Plan

There are two primary retirement systems for federal employees. Employees hired prior to January 1, 1987,
may participate in the Civil Service Retirement System (CSRS). On January 1, 1987, the Federal Employees
Retirement System (FERS) went into effect pursuant to Public Law 99-335. Most employees hired after
December 31, 1986, are automatically covered by FERS and Social Security. Employees hired prior to
January 1, 1987, elected to either join FERS and Social Security or remain in CSRS. A primary feature of
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FERS is that it offers a savings plan to which the Agency automatically contributes one percent of pay and
matches any employee contributions up to an additional four percent of pay. The Agency also contributes the
employer’s matching share for Social Security.

With the issuance of SFFAS No. 5, "Accounting for Liabilities of the Federal Government," accounting and
reporting standards were established for liabilities relating to the federal employee benefit programs
(Retirement, Health Benefits, and Life Insurance). SFFAS No. 5 requires that the employing agencies
recognize the cost of pensions and other retirement benefits during their employees’ active years of service.
SFFAS No. 5 requires that the Office of Personnel Management (OPM), as administrator of the CSRS and
FERS, the Federal Employees Health Benefits Program, and the Federal Employees Group Life Insurance
Program, provide federal agencies with the actuarial cost factors to compute the liability for each program.

R. Prior Period Adjustments

Prior period adjustments, if any, are made in accordance with SFFAS No. 21, “Reporting Corrections of
Errors and Changes in Accounting Principles.” Specifically, prior period adjustments will only be made for
material prior period errors to: (1) the current period financial statements, and (2) the prior period financial
statements presented for comparison. Adjustments related to changes in accounting principles will only be
made to the current period financial statements, but not to prior period financial statements presented for
comparison.

S. Deepwater Horizon Qil Spill

On April 20, 2010, the Deepwater Horizon drilling rig exploded, releasing large volumes of oil into the Gulf
of Mexico. As a responsible party, BP is required by the 1990 Oil Pollution Act to fund the cost of the
response and cleanup operations. On September 10, 2012, the President designated the EPA and United
States Department of Agriculture as additional trustees for the Natural Resource Damage and Assessment
Council for restoration solely conjunction with injury to, destruction of, loss of, or loss of the use of natural
resources, including their supporting ecosystems, resulting from the Deepwater Horizon Oil Spill. In FY
2016, the EPA received an advance of $184 thousand from BP and $2 million from the U.S. Coast Guard, to
participate in addressing injured natural resources and service resulting from the Deepwater Horizon Oil
Spill. In FY2017, the EPA returned the reminder of the fund amount of $440 thousand.

T. Hurricane Sandy

On January 29, 2013, President Obama signed into law the Disaster Relief Appropriations Act (Disaster
Relief Act) which provided aid for Hurricane Sandy disaster victims and their communities. Because relief
funding of this magnitude often carries additional risk, the Disaster Relief Act required federal agencies
supporting Sandy recovery and other disaster-related activities to write and implement and Internal Control
Plan to prevent waste, fraud and abuse of these funds. The EPA Hurricane Sandy Internal Control Plan was
reviewed and approved by OMB, GAO and the IG in FY 2013.

The EPA received a post sequestration appropriation of $577 million in Hurricane Sandy funds for the
following programs (all amounts are post sequestration):

a) The Clean Water State Revolving Fund received $475 million for work on clean water infrastructure
projects in New York and New Jersey.

b) The Drinking Water State Revolving Fund received $95 million for work on drinking water
infrastructure projects in New York and New Jersey.

¢) The Leaking Underground Storage Tanks program received $5 million for work on projects impacted
by Hurricane Sandy.
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d) The Superfund program received $2 million for work on Superfund sites impacted by Hurricane
Sandy.

¢) The EPA also received $689 thousand to make repairs to the EPA facilities impacted by Hurricane
Sandy and conduct additional water quality monitoring.

U. Puerto Rico Insolvency

In February 2016, the Puerto Rico Aqueduct and Sewer Authority (PRASA) requested a restructuring of the
Clean Water and Drinking Water SRF debt due to a lack of cash flows and inability to access the municipal
bond market. PRASA is the primary utility for Puerto Rico and, at the time of their request, the debt
outstanding to the SRFs was $547 million. Annual debt service to the SRFs is approximately $37 million
per year.

In June 2016, the EPA and the Puerto Rico SRFs agreed to a 1 year forbearance on principal and interest
payments. In June 2017, the 1 year forbearance which was to end on June 30, 2017, was extended for an
additional 6 months, ending December 30, 2017.

In May, following PRASA’s fiscal plan approval by the Puerto Rico Oversight, Management, and Economic
Stability Act (PROMESA) oversight board created by Congress, the EPA and the Puerto Rico SRFs began
negotiations with PRASA on restructuring current debt and setting terms for future debt. If a restructuring
agreement between the SRFs and PRASA is reached prior to the end of current forbearance, the restructuring
agreement will supersede the forbearance. PRASA continues to work with the EPA in its fiduciary and
oversight capacity, the Commonwealth SRF Agencies, and private debt holders to restructure its debt
obligations owed the Commonwealth SRF Agencies.

V. Use of Estimates

The preparation of financial statements requires management to make certain estimates and assumptions that
affect the reported amounts of assets and liabilities, including environmental and grant liabilities, and the
reported amounts of revenue and expenses during the reporting period. Actual results could differ from those
estimates.
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Note 2. Fund Balance with Treasury (FBWT)

Fund Balance with Treasury as of September 30, 2017 and September 30, 2016, consists of the following:

FY 2017 FY 2016
Entity Non-Entity Entity Non-Entity
Assets Assets Total Assets Assets Total
Fund Balances
Trust Funds:
Superfund $ 155259 - 155259 ¢ 113,897 - 113,897
LUST 68,266 - 68,266 52,354 - 52,354
0il Spill & Misc. 11,129 - 11,129 9,835 - 9,835
Revolving Funds:
FIFRA/Tolerance 43,614 - 43,614 31,654 - 31,654
Working Capital 101,524 - 101,524 116,853 - 116,853
E-Manifest 5,385 . 5385 5.230 - 5230
NRDA 2,729 . 2,729 3,027 - 3,027
Appropriated 7,604,790 - 7,604,790 7,558,470 - 7,558,470
Other Fund Types 467,626 3,785 471,411 444 471 5335 449,826
Total $ 8,460,322 3,785 8,464,107 $ 8,335,801 5,335 8,341,156

Entity fund balances, except for special fund receipt accounts, are available to pay current liabilities and to
finance authorized purchase commitments (see Status of Fund Balances below). Entity Assets for Other Fund
Types consist of special purpose funds and special fund receipt accounts, such as the Pesticide Registration
funds and the Environmental Services receipt account. The Non-Entity Assets for Other Fund Types consist
of clearing accounts and deposit funds, which are either awaiting documentation for the determination of
proper disposition or being held by the EPA for other entities.

Status of Fund Balances with Treasury: FY 2017 FY 2016

Unobligated Amounts in Fund Balance:

Available for Obligation $ 4,154,001 $ 4,086,786

Unavailable for Obligation 94 641 155,324

Net Receivables from Invested Balances (4,797,519) (4,826,953)

Balances in Treasury Trust Fund (Note 36) 15,112 14,268

Obligated Balance not yet Disbursed 8,496,895 8,446,266

Non-Budgetary FBWT 500,977 465,465

Totals $ 8,464,107 $ 8,341,156

The funds available for obligation may be apportioned by OMB for new obligations at the beginning of the
following fiscal year. Funds unavailable for obligation are mostly balances in expired funds, which are
available only for adjustments of existing obligations. For FY 2017 and FY 2016 no differences existed
between Treasury’s accounts and the EPA’s statements for fund balances with Treasury.
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Note 3. Cash and Other Monetary Assets
As of September 30, 2017, and September 30, 2016, the balance in the imprest fund was $10 thousand.
Note 4. Investments

As of September 30, 2017, and September 30, 2016, investments related to Superfund and LUST consist of
the following:

Amortized
(Premium) Interest Investments, Market
Cost Discount Receivable Net Value
Intragovernmental Securities:
Non-Marketable FY 2017 $ 5329067 6,455 3,401 5,326,013 5.326,013
Non-Marketable FY 2016 $ 5298243 (7,209) 3,282 5308734 5308734

CERCLA, as amended by SARA, authorizes the EPA to recover monies to clean up Superfund sites from
responsible parties (RPs). Some RPs file for bankruptcy under Title 11 of the U.S. Code. In bankruptcy
settlements, the EPA is an unsecured creditor and is entitled to receive a percentage of the assets remaining
after secured creditors have been satisfied. Some RPs satisty their debts by issuing securities of the
reorganized company. The Agency does not intend to exercise ownership rights to these securities, and
instead will convert them to cash as soon as practicable. All investments in Treasury securities are funds
from dedicated collections (see Note 18).

The Federal Government does not set aside assets to pay future benefits or other expenditures associated
with funds from dedicated collections. The cash receipts collected from the public for dedicated collection
funds are deposited in the U.S. Treasury, which uses the cash for general Government purposes. Treasury
securities are issued to the EPA as evidence of its receipts. Treasury securities are an asset to the EPA and a
liability to the U.S. Treasury. Because the EPA and the U.S. Treasury are both parts of the Government,
these assets and liabilities offset each other from the standpoint of the Government as a whole. For this
reason, they do not represent an asset or liability in the U.S. Government-wide financial statements.

Treasury securities provide the EPA with authority to draw upon the U.S. Treasury to make future benefit
payments or other expenditures. When the EPA requires redemption of these securities to make
expenditures, the Government finances those expenditures out of accumulated cash balances, by raising taxes
or other receipts, by borrowing from the public or repaying less debt, or by curtailing other expenditures.
This is the same way that the Government finances all other expenditures.
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Note 5. Accounts Receivable, Net

The Accounts Receivable as of September 30, 2017 and September 30, 2016 consist of the following:

FY 2017 FY 2016
Intragovernmental:
Accounts & Interest Receivable $ 19,227 $ 8,618
Less: Allowance for Un-collectibles (1,423) (1,408)
Total $ 17,804 $ 7,210
Non-Federal:
Unbilled Accounts Receivable $ 206,044 § 150,538
Accounts & Interest Receivable 2,413,358 2,395,903
Less: Allowance for Un-collectibles (2,111,231) (2,059,627)
Total $ 508,171 $ 486,814

The Allowance for Uncollectible Accounts is determined both on a specific identification basis, as a result of
a case-by-case review of receivables, and on a percentage basis for receivables not specifically identified.

Note 6. Other Assets

Other Assets as of September 30, 2017 and September 30, 2016 consist of the following:

FY 2017 FY 2016
Intragovernmental:
Advances to Federal Agencies $ 200703 $ 206,597
Advances for Postage 119 96
Total $ 200822 $ 206,693
Non-Federal:
Travel Advances $ 79 $ 187
Securities from Debt Settlement 1,863 -
Other Advances 6,196 6,598
Inventory for Sale 103 289
Total $ 8,241 § 7,074

Note 7. Loans Receivable, Net

Loans Receivable generally consists of program loans disbursed from obligations made prior to FY 1992 and
are presented net of allowances for estimated uncollectible loans, if an allowance was considered necessary.
Loans disbursed from obligations made after FY 1991 are governed by the Federal Credit Reform Act, which
mandates that the present value of the subsidy costs (i.¢., interest rate differentials, interest subsidies,
anticipated delinquencies, and defaults) associated with direct loans be recognized as an expense in the year
the loan is made. The net loan present value is the gross loan receivable less the subsidy present value. As of
September 30, 2017, the EPA has not disbursed any loans for the WIFIA program, but has incurred $1.79
million in administrative expenses.
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Schedule for Reconciling Subsidy Cost Allowance Balances

(Post-1991 Direct Loans)

FY2017 FY2016

Beginning balance of the subsidy cost allowance $ - S 337
Add: subsidy expense for direct loans disbursed during the - -
reporting years by component:
Interest rate differential costs - -
Default costs (net of recoveries) - -
Fees and other collections - -
Other subsidy costs - -

Total of the above subsidy expense components - 337
Adjustments:

Loan Modification - -

Fees received - -
Foreclosed property acquired - -
Loans written off - -
Subsidy allowance amortization - -
Other - (337)
End balance of the subsidy cost allowance before reestimates - -

Add or subtract subsidy reestimates by component:
(a) Interest rate reestimate - -
(b) Technical/default reestimate - -
Total of the above reestimate components - -
Ending Balance of the subsidy cost allowance $ -5 -

EPA has not disbursed Direct Loans since 1993.
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Note 8. Accounts Payable and Accrued Liabilities

The Accounts Payable and Accrued Liabilities are current liabilities and consist of the following amounts as
of September 30, 2017 and September 30, 2016:

FY 2017 FY 2016
Intragovernmental:
Accounts Payable $ 4,199 % 2,157
Allocation Liability - 578
Accrued Liabilities 92,836 71,156
Total $ 97,035 $ 73,891
FY 2017 FY 2016
Non-Federal:
Accounts Payable $ 58,212 $ 63,833
Advances Payable 17 19
Interest Payable 5 5
Grant Liabilities 296,157 309,716
Other Accrued Liabilities 169,322 147,483
Total $ 523,713 $ 521,056

Other Accrued Liabilities are mostly comprised of contractor accruals.
Note 9. General Property, Plant, and Equipment, Net

General property, plant, and equipment (PP&E) consist of software, real property, EPA and contractor-held
personal property, and capital leases.

As of September 30, 2017, and September 30, 2016, General PP&E consisted of the following:

FY 2017 FY 2016
Acquisition Accumulated Net Book Acquisition Accumulated Net Book
Value Depreciation Value Value Depreciation Value

EPA-Held Equipment $ 304,068 (198,897) 105,171 § 296,381 (196,484) 99,897
Software (production) 437,334 (364,300) 73,034 733,326 (545,672) 187,654
Software (development) 47377 - 47377 267,355 - 267,358
Contractor-Held Equip. 39,759 24,117) 15,642 37,261 (25,579) 11,682
Land and Buildings 742932 (269,779) 473,153 721,809 (253,182) 468,627
Capital Leases 24,485 (19,374) 5,111 24,485 (18,500) 5,985
Total $ 1,595,955 (876,467) 719,488 § 2,080,617 (1,039,417) 1,041,200

In FY 2015, the Agency initiated an intensive remediation effort to address the material weakness in how the
Agency accounts for software. The Agency disclosed a material weakness through its internal control review
of software capitalization processes in FY 2014. The material weakness was cited in the, “Audit of the
EPA’s Fiscal Year’s 2014 and 2013 (Restated) Consolidated Financial Statements” report, dated November
17, 2014. The significant decrease in software acquisition value from FY 2016 to FY 2017 is attributable to
the Agency’s ongoing software material weakness remediation efforts. A key part of this remediation effort
has been improving procedures for validating expenditures that require capitalization and improving
communications between Agency program offices and the accounting office. In FY 2017, there was an
increase in software acquisition values totaling $46.8 million. There were also decreases totaling $562.8
million due to software disposals, reclassification of capitalized software costs to expense, and adjustments
to asset values, including depreciation. The increase in the Agency’s capitalization threshold was effective
on October 1, 2016 and did not have a material effect in the change in software asset values.
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Note 10. Debt Due to Treasury

As of September 30, 2017, the EPA does not have any debt due to Treasury. In FY 2017, the EPA did not
borrow funds to finance the WIFIA Loan Program. The debt to Treasury as of September 30, 2017 and
September 30, 2016 is as follows:

FY 2017 FY 2016
Beginning Net Ending Beginning Net Ending
All Other Funds Balance Borrowing Balance Balance Borrowing Balance
Intragovernmental:
Debt to Treasury $ - - -5 34 (34) -

Note 11. Stewardship Property Plant & Equipment

The Agency acquires title to certain property and property rights under the authorities provided in Section
104(j) CERCLA related to remedial clean-up sites. The property rights are in the form of fee interests
(ownership) and easements to allow access to clean-up sites or to restrict usage of remediated sites. The
Agency takes title to the land during remediation and transfers it to state or local governments upon the
completion of clean-up. A site with “land acquired” may have more than one acquisition property. Sites are
not counted as a withdrawal until all acquired properties have been transferred under the terms of 104(j).

As of September 30, 2017, and 2016, the Agency possessed the following land and land rights:

FY 2017 FY2016

Superfund Sites with Easements:

Beginning Balance $ 38§ 36

Additions 1 2

Withdrawals i -

Ending Balance $ 39§ 38
Superfund Sites with Land Acquired:

Beginning Balance $ 34 g 35

Additions 1 -

Withdrawals 1 1

Ending Balance $ 4 g 34

Note 12. Custodial Liability

Custodial Liability represents the amount of net accounts receivable that, when collected, will be deposited
to the Treasury General Fund. Included in the custodial liability are amounts for fines and penalties, interest
assessments, repayments of loans, and miscellaneous other accounts receivable. As of September 30, 2017,
and September 30, 2016, custodial liability is approximately $22.5 million and $42.6 million, respectively.
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Note 13. Other Liabilities
Other Liabilities consist of the following as of September 30, 2017:
Covered by Not Covered by Total
Budgetary Resources Budgetary Resources
Other Liabilities — Intragovernmental:
Current
Employer Contributions & Payroll Taxes $ 19,119 - 19,119
WCF Advances 1,676 - 1,676
Other Advances 9,235 - 9,235
Advances, Superfund Cash-out 65,807 - 65,807
Deferred Superfund Cash-out 7,853 - 7,853
Liability for Deposit Funds 53 - 53
Non-Current
Unfunded FECA Liability - 8,839 8,839
Unfunded Unemployment Liability - 401 401
Payable to Treasury Judgment Fund - 22,000 22,000
Total Intragovernmental $ 103,743 31,240 134,983
Other Liabilities - Non-Federal:
Current
Uneamned Advances, Non-Federal $ 121,339 - 121,339
Liability for Deposit Funds, Non-Federal 6,441 - 6,441
Non-Current
Capital Lease Liability - 17,548 17,548
Total Non-Federal $ 127,780 17,548 145,328
Other Liabilities consist of the following as of September 30, 2016:
Covered by Not Covered by Total
Budgetary Resources Budgetary Resources
Other Liabilities — Intragovernmental
Current
Employer Contributions & Payroll Taxes $ 14,879 - 14,879
WCF Advances 2,354 - 2,354
Other Advances 6,709 - 6,709
Advances, Superfund Cash-out 51,259 - 51,259
Deferred Superfund Cash-out (24,359) - (24,359)
Non-Current
Unfunded FECA Liability - 9,295 9,295
Unfunded Unemployment Liability - 276 276
Payable to Treasury Judgment Fund - 22,000 22,000
Total Intragovernmental $ 50,841 31,571 82,412
Other Liabilities - Non-Federal
Current
Uneamned Advances, Non-Federal $ 399,766 - 399,766
Liability for Deposit Funds, Non-Federal 7,200 - 7,200
Non-Current
Capital Lease Liability - 18,655 18,655
Total Non-Federal $ 409,966 18,655 425,621
In FY 2017, the EPA reclassified liabilities from “Other” to “Superfund Cashout Advances” for presentation
purposes, leading to a variance of $280.2 million between fiscal years 2016 and 2017.
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Note 14. Leases
A. Capital Leases:

The value of assets held under Capital Leases as of September 30, 2017 and 2016 are as follows:

FY 2017 FY 2016
Summary of Assets Under Capital Lease:
Real Property $ 24485 $ 24 485
Personal Property - -
Total $ 24,485 $ 24,485
Accumulated Amortization $ 19374 $ 18,500

The EPA has one capital lease for land and buildings housing scientific laboratories. This lease includes a
base rental charge and escalation clauses based upon either rising operating costs and/or real estate taxes.
The base operating costs are adjusted annually according to escalators in the Consumer Price Indices
published by the Bureau of Labor Statistics, U.S. Department of Labor. The EPA’s lease will terminate in
FY 2025.

Future Payments Due:

Fiscal Year Capital Leases

2018 $ 4,215
2019 4,215
2020 4,215
2021 4,215
2022 4,215
After 5 Years 9,835
Total Future Minimum Lease Payments 30,910
Less: Imputed Interest (13,362)
Net Lease Liability 17,548
Liability not Covered by Budgetary Resources $ 17,548

B. Operating Leases:

The GSA provides leased real property (land and buildings) as office space for the EPA employees. GSA
charges a Standard Level User Charge that approximates the commercial rental rates for similar properties.
The EPA has three direct operating leases for land and buildings housing scientific laboratories and computer
facilities. The leases include a base rental charge and escalation clauses based upon either rising operating
costs and/or real estate taxes. The base operating costs are adjusted annually according to escalators in the
Consumer Price Indices published by the Bureau of Labor Statistics. These charges are expended from the
EPM appropriation.

The total minimum future operating lease costs are listed below:

18-F-0039
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Fiscal Year and Buildings
2018 84
2019 53
2020 9
Total Future Minimum Lease Payments 146
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Note 15. FECA Actuarial Liabilities

The Federal Employees’ Compensation Act (FECA) provides income and medical cost protection to covered
Federal civilian employees injured on the job, employees who have incurred a work -related occupational
disease, and beneficiaries of employees whose death is attributable to a job-related injury or occupational
disease. Annually, the EPA is allocated the portion of the long term FECA actuarial liability attributable to
the entity. The liability is calculated to estimate the expected liability for death, dis ability, medical and
miscellaneous costs for approved compensation cases. The liability amounts and the calculation
methodologies are provided by the Department of Labor.

The FECA Actuarial Liability as of September 30, 2017 and 2016 was $45.2 million and $45.0 million,
respectively. The estimated future costs are recorded as an unfunded liability. The FY 2017 present value of
these estimated outflows is calculated using a discount rate of 2.683 percent in the first year, and 2.683
percent in the years thereafter. The estimated future costs are recorded as an unfunded liability.

Note 16. Cashout Advances, Superfund

Cashout advances are funds received by the EPA, a state, or another responsible party under the terms of a
settlement agreement (e.g., consent decree) to finance response action costs at a specified Superfund site.
Under CERCLA Section 122(b)(3), cash-out funds received by the EPA are placed in site-specific, interest
bearing accounts known as special accounts and are used for potential future work at such sites in accordance
with the terms of the settlement agreement. Funds placed in special accounts may be disbursed to PRPs, to
states that take responsibility for the site, or to other Federal agencies to conduct or finance response actions
in lieu of the EPA without further appropriation by Congress. As of September 30, 2017, and September 30,
2016, cash-out advances are $3.5 billion and $3.3 billion respectively.

Note 17. Commitments and Contingencies
The EPA may be a party in various administrative proceedings, actions and claims brought by or against it.
These include:

a) Various personnel actions, suits, or claims brought against the Agency by employees and others.

b) Various contract and assistance program claims brought against the Agency by vendors, grantees and
others.

c) The legal recovery of Superfund costs incurred for pollution cleanup of specific sites, to include the
collection of fines and penalties from responsible parties.

d) Claims against recipients for improperly spent assistance funds which may be settled by a reduction
of future EPA funding to the grantee or the provision of additional grantee matching funds.

As of September 30, 2017, and 2016 there were no accrued liabilities for commitments and potential loss
contingencies.
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A. Gold King Mine

On August 5, 2015, the EPA was conducting an investigation of the Gold King Mine near Silverton,
Colorado. While excavating part of the mine, pressurized water began leaking above the mine tunnel,
spilling about three million gallons of contaminated water stored behind the collapsed material in Cement
Creek, a tributary of the Animas River. In fiscal year 2017 and subsequent fiscal years, the Agency has
received and anticipates receiving administrative tort legal claims for compensation from individuals and
entities who may have suffered personal injury or property damage from the spill. Subject to the materiality
threshold, the Agency will begin to report on such matters when claims are filed and contingent legal
liabilities are known. See Section B in regards to cases that have been filed under CERCLA relating to Gold
King Mine.

B. Superfund

Under CERCLA Section 106(a), the EPA issues administrative orders that require parties to clean up
contaminated sites. CERCLA Section 106(b) allows a party that has complied with such an order to petition
the EPA for reimbursement from the fund of its reasonable costs of responding to the order, plus interest. To
be eligible for reimbursement, the party must demonstrate either that it was not a liable party under
CERCLA Section 107(a) for the response action ordered, or that the Agency’s selection of the response
action was arbitrary and capricious or otherwise not in accordance with law.

As of September 30, 2017, there is one case pending against the EPA that is reported under Environmental
Liabilities below: Bob's Home Service Landfill ($900 thousand) is reported as a reasonably possible liability.

There are six matters concerning Land O' Lakes (Hudson Oil Refinery Superfund Site), CERCLA 106(b)
Petition No. 15-01, CERCLA, New Mexico v. EPA et al., Navajo Nation v. EPA et al., McDaniel et al., and
Jan Burgess et al. The amounts are estimated at $18 million, $20 million, $154 million, $160 million, $70
million and $722 million respectively but they are only reasonably possible and the final outcomes are not
probable.

C. Judgment Fund

In cases that are paid by the U.S. Treasury Judgment Fund, the EPA must recognize the full cost of a claim
regardless of which entity is actually paying the claim. Until these claims are settled or a court judgment is
assessed and the Judgment Fund is determined to be the appropriate source for the payment, claims that are
probable and estimable must be recognized as an expense and liability of the Agency. For these cases, at the
time of settlement or judgment, the liability will be reduced and an imputed financing source recognized. See
Interpretation of Federal Financial Accounting Standards No. 2, “Accounting for Treasury Judgment Fund
Transactions.” The EPA has a $22 million liability to the Treasury Judgment Fund for a payment made by
the Fund to settle a contract dispute claim. As of September 30, 2017, there is no other case pending in the
coutrt.
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Note 18. Fund from Dedicated Collections (Unaudited)
Other Total Funds
Funds from from
Environmental | Dedicated Dedicated
Services LUST Superfund Collections Collections
Balance sheet as of September 30,
2017
Assets
Fund Balance with Treasury $ 444,637 68,265 155,260 85,847 754,009
Investments - 529,482 4,796,531 - 5,326,013
Accounts Receivable, Net - 37,647 416,861 26 454 534
Other Assets - 699 20,558 599 21,856
Total Assets $ 444,637 636,093 5,389,210 86,472 6,556,412
Other Liabilities - 44 841 3,789,256 80,254 3,914,351
Total Liabilities $ - 44,841 3,789,256 80,254 3,914,351
o - - 3] 3,699 3,697
Unexpended Appropriation
Cumulative Results of Operations 444,637 591,252 1,599,956 2,519 2,638,364
Total Liabilities and Net Position $ 444,637 636,093 5,389,210 86,472 6,556,412
Statement of Net Cost for the Period
Ended September 30, 2017
Gross Program Costs $ - 90,432 1,495,192 67,414 1,653,038
Less: Earned Revenues - - 416,036 47,217 463,253
Net Cost of Operations $ - 90,432 1,079,156 20,197 1,189,785
Statement of Changes in Net
Position for the Period ended
September 30, 2017
Net Position, Beginning of Period $ 421,406 546,543 1,608,142 5,350 2,581,441
Non-exchange Revenue- Securities - 3,048 44,166 230 47,444
Investments
Non-exchange Revenue 23,231 225,193 (701) (1,434) 246,289
Other Budgetary Finance Sources - (93,100) 1,014,090 22257 943,247
Other Financing Sources - - 13,413 12 13,245
Net Cost of Operations - (90,432) (1,079,156) (19,721) (1,189,785)
Change in Net Position 23,231 44,709 (8,188) 868 60,620
Net Position $ 444,637 591,252 1,599,954 6,218 2,642,061
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Other Total Funds
Funds from from
Environmental | Dedicated Dedicated
Services LUST Superfund Collections Collections
Balance sheet as of September 30,
2016
Assets
Fund Balance with Treasury $ 421414 52,354 113,898 72,802 660,468
Investments - 500,831 4,807,903 - 5,308,734
Accounts Receivable, Net - 52,806 362,806 30 415,642
Other Assets - 426 79,923 2,882 83,231
Total Assets $ 424414 606,417 5,364,530 75,714 6,468,075
Other Liabilities 9 59,874 3,756,388 70,364 3,886,635
Total Liabilities $ 9 59,874 3,756,388 70,364 3,886,635
Unexpended Appropriation - - 4 4,076 4,080
Cumulative Results of Operations 421,405 546,543 1,608,138 1,274 2,577,360
Total Liabilities and Net Position $ 421,414 606,417 5,364,530 75,714 6,468,075
Statement of Net Cost for the Period
Ended September 30, 2016
Gross Program Costs $ - 100,581 1,422,150 69,449 1,592,180
Less: Earned Revenues 5 - 345981 49,990 395976
Net Cost of Operations $ 5) 100,581 1,076,169 19,459 1,196,204
Statement of Changes in Net Position
for the Period ended September 30,
2016
Net Position, Beginning of Period $ 397,831 543,481 1,844,999 6,379 2,792,690
Non-exchange Revenue- Securities
Investments - 960 37,311 32 38,303
Non-exchange Revenue 23,569 202,681 8,490 (3.,435) 231,305
Other Budgetary Finance Sources - (100,000) 769,602 21,790 691,392
Other Financing Sources - 2 23,909 43 23,954
Net Cost of Operations 5 (100,581) (1,076,169) (19,459) (1,196,204)
$
Change in Net Position 23,574 3,062 (236,857) (1,029) (211,250)
Net Position $ 421,405 546,543 1,608,142 5,350 2,581,440
18-F-0039 28

SierraClubvEPA_3:18-cv-02372_N.D.Cal. ED_001518A_00000353-00061



A. Funds from Dedicated Colections are as follows

i.  Environmental Services Receipt Account:

The Environmental Services Receipt Account authorized by a 1990 act, “To amend the Clean Air Act (P.L.
101-549),” was established for the deposit of fee receipts associated with environmental programs, including
radon measurement proficiency ratings and training, motor vehicle engine certifications, and water pollution
permits. Receipts in this special fund can only be appropriated to the S&T and EPM appropriations to meet
the expenses of the programs that generate the receipts if authorized by Congress in the Agency's
appropriations bill.

ii. Leaking Underground Storage Tank (LUST) Trust Fund:

The LUST Trust Fund, was authorized by the SARA as amended by the Omnibus Budget Reconciliation Act
of 1990. The LUST appropriation provides funding to respond to releases from leaking underground
petroleum tanks. The Agency oversees cleanup and enforcement programs which are implemented by the
states. Funds are allocated to the states through cooperative agreements and prevention grants to clean up
those sites posing the greatest threat to human health and the environment. Funds are used for grants to non-
state entities including Indian tribes under Section 8001 of the Resource Conservation and Recovery Act.

iii.  Superfund Trust Fund:

In 1980, the Superfund Trust Fund, was established by CERCLA to provide resources to respond to and
clean up hazardous substance emergencies and abandoned, uncontrolled hazardous waste sites. The
Superfund Trust Fund financing is shared by federal and state governments as well as industry. The EPA
allocates funds from its appropriation to the Department of Justice carry out CERCLA. Risks to public health
and the environment at uncontrolled hazardous waste sites qualifying for the Agency's National Priorities
List (NPL) are reduced and addressed through a process involving site assessment and analysis and the
design and implementation of cleanup remedies. NPL cleanups and removals are conducted and financed by
the EPA, private parties, or other Federal agencies. The Superfund Trust Fund includes Treasury’s
collections, special account receipts from settlement agreements, and investment activity.

B. Other Funds from Dedicated Collections

i.  Inland Oil Spill Programs Account:

The Inland Oil Spill Programs Account was authorized by the Oil Pollution Act of 1990 (OPA). Monies are
appropriated from the Oil Spill Liability Trust Fund to the EPA’s Inland Oil Spill Programs Account each
year. The Agency is responsible for directing, monitoring and providing technical assistance for major
inland oil spill response activities. This involves setting oil prevention and response standards, initiating
enforcement actions for compliance with OPA and Spill Prevention Control and Countermeasure
requirements, and directing response actions when appropriate. The Agency carries out research to improve
response actions to oil spills including research on the use of remediation techniques such as dispersants and
bioremediation. Funding for specific oil spill cleanup actions is provided through the U.S. Coast Guard from
the Oil Spill Liability Trust Fund through reimbursable Pollution Removal Funding Agreements (PRFAs)
and other inter-agency agreements.

ii.  Pesticide Registration Fund:

The Pesticide Registration Fund authorized by a 2004 Act, “Consolidated Appropriations Act (P.L. 108-
199),” and reauthorized until September 30, 2019, for the expedited processing of certain registration
petitions and associated establishment of tolerances for pesticides to be used in or on food and animal feed.
Fees covering these activities, as authorized under the FIFRA Amendments of 1988, are to be paid by
industry and deposited into this fund group.
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iti.  Reregistration and Expedited Processing Fund:

The Revolving Fund, was authorized by the FIFRA of 1972, as amended by the FIFRA Amendments of
1988 and as amended by the Food Quality Protection Act of 1996. Pesticide maintenance fees are paid by
industry to offset the costs of pesticide re-registration and reassessment of tolerances for pesticides used in or
on food and animal feed, as required by law.

iv.  Tolerance Revolving Fund:

The Tolerance Revolving Fund, was authorized in 1963 for the deposit of tolerance fees. Fees are paid by
industry for Federal services to set pesticide chemical residue limits in or on food and animal feed. The fees
collected prior to January 2, 1997, were accounted for under this fund. Presently collection of these fees is
prohibited by statute, enacted in the Consolidated Appropriations Act, 2004 (P.L. 108-199).
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Note 19. Intragovernmental Costs and Exchange Revenue
Exchange, or earned revenues on the Statement of Net Cost include income from services provided to
Federal agencies and the public, interest revenue (apart from interest earned on trust fund investments), and
miscellaneous earned revenue.
FY2017 FY2016
Intragovern With the Intragovern With the
-mental Public Total -mental Public Total
Env. Programs &
Management:
Program Costs $ $924.012 2,093,973 3.017.985 8 942,545 1,764,864 2,707,409
Earned Revenue 40,400 10,275 30,673 29,960 1,575 31,535
NET COSTS 883,612 2,083,698 2,967,310 912,585 1,763,289 2,675,874
Leaking Underground
Storage Tanks:
Program Costs 4,437 85,996 90,433 4,820 95,761 100,581
Earned Revenue - - - . . -
NET COSTS 4437 85,996 90,433 4,820 95.761 100,581
Science & Technology:
Program Costs 200,358 612,169 812,527 195,740 596,663 792,403
Earned Revenue 7,336 1,274 8,630 7217 1,084 8,301
NET COSTS 193,002 610,895 803,897 188,523 595,579 784,102
Superfund:
Program Costs 275,695 1,219,020 1,494,715 65,405 1,147,693 1,213,098
Earned Revenue 26,733 389,103 415,836 43,894 302,087 345,981
NET COSTS 248,962 829,917 1,078,879 21511 845,606 867,117
State and Tribal
Assistance Agreements:
Program Costs 34,159 3,395,913 3,450,072 57,263 3,927,369 3,984,632
Earned Revenue - - - - . -
NET COSTS 34,159 3,393,913 3,450,072 57,263 3,927,369 3,984,632
Other:
Program Costs 112,492 257,520 343,721 65,317 313,132 378,449
WCF Eliminations (211,512) - (211,512) - - -
Earned Revenue 231,229 37,583 293,103 22,933 39,638 62,571
WCF Eliminations (211,290) - (211,290) - - -
NET COSTS (118,959) 219,937 100,978 42384 273.494 315,878
Total
Program Costs 1,359,641 7,664,591 9,024,232 1,331,090 7,845,482 9,176,572
Earned Revenue 94,428 438,235 332,663 104,004 344384 448,388
NET COSTS $ 1,265,213 7,226,356 8,491,569  § 1,227,086 7,501,098 8,728,184
Intragovernmental costs relate to the source of goods or services not the classification of the related revenue.
Note 20. Cost of Stewardship Land
The EPA had one acquisition of Superfund site with Easements, and one acquisition of Superfund site with
Land acquired as of September 30, 2017. The acquisition of Superfund site with Easements contains four 20
year easements at the site, with no acquisition cost. The acquisition of Superfund site with land acquired was
valued at $36 thousand with an option for an additional 12 months ($18 thousand). The EPA also had a
property transfer of ownership via a Quit Claim Deed.
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Note 21. Environmental Cleanup Costs
Annually, the EPA is required to disclose its audited estimated future costs associated with:

a) Clean up of hazardous waste and restoration of the facility when a facility is closed, and

b) Costs to remediate known environmental contamination resulting from the Agency’s
operations.

The EPA has 19 sites responsible for clean-up cost incurred under federal, state, and/or local regulations to
remove from, contain, or dispose of hazardous material fund located at these facilities.

The EPA is required to report the estimated costs related to:

a) Clean-up from federal operations resulting in hazardous waste
b) Accidental damage to nonfederal property caused by federal operations, and

¢) Other damage to federal property caused by federal operations or natural forces.

The key to distinguishing between future clean-up costs versus an environmental liability is to determine
whether the event (accident, damage, etc.) has already occurred and whether we can reasonably estimate the
cost to remediate the site.

The EPA has elected to recognize the estimated total clean-up cost as a liability and record changes to the
estimate in subsequent years.

As of September 30, 2017, the EPA has 1 site that requires clean-up stemming from its activities. The
claimants’ chances of success are characterized as reasonably possible with costs amounting to $900
thousand that may be paid out of the Treasury Judgment Fund. For sites that had previously been listed, it
was determined by the EPA’s Office of General Counsel to discontinue reporting the potential environmental
liabilities for the following reasons: (1) although the EPA has been put on notice that it is subject to a
contribution claim under CERCLA, no direct demand for compensation has been made to the EPA; (2) any
demand against the EPA will be resolved only after the Superfund clean-up work is completed, which may
be years in the future; and (3) there was no legal activity on these matters in FY 2017 and FY 2016.

A. Accrued Clean-up Cost

The EPA has 19 sites and is required to fund the environmental clean-up of those sites. As of September 30,
2017, the estimated costs for site clean-up were $39.5 million unfunded, and $500 thousand funded,
respectively. In 2016 the estimated costs for site clean-up were $36.1 million unfunded, $1.1 million funded
respectively. Since the clean-up costs associated with permanent closure were not primarily recovered
through user fees, the EPA has elected to recognize the estimated total clean-up cost as a liability and record
changes to the estimate in subsequent years.

2

In FY 2017, the estimate for unfunded clean-up cost increased by $3.4 million from the FY 2016 estimate.
This increase is primarily due to the closure of several EPA buildings in various regions.
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Note 22. State Credits

Authorizing statutory language for Superfund and related Federal regulations requires states to enter into
Superfund State Contracts (SSC) when the EPA assumes the lead for a remedial action in their state. The
SSC defines the state’s role in the remedial action and obtains the state’s assurance that it will share in the
cost of the remedial action. Under Superfund’s authorizing statutory language, states will provide the EPA
with a 10 percent cost share for remedial action costs incurred at privately owned or operated sites, and at
least 50 percent of all response activities (i.e., removal, remedial planning, remedial action, and enforcement)
at publicly operated sites. In some cases, states may use EPA-approved credits to reduce all or part of their
cost share requirement that would otherwise be borne by the states. The credit is limited to state site-specific
expenses the EPA has determined to be reasonable, documented, direct out-of-pocket expenditures of non-
Federal funds for remedial action.

Once the EPA has reviewed and approved a state’s claim for credit, the state must first apply the credit at the
site where it was earned. The state may apply any excess/remaining credit to another site when approved by
the EPA. As of September 30, 2017, and September 30, 2016, the total remaining state credits have been
estimated at $22.2 million, and $22.2 million, respectively.

Note 23. Preauthorized Mixed Funding Agreements

Under Superfund preauthorized mixed funding agreements, PRPs agree to perform response actions at their
sites with the understanding that the EPA will reimburse them a certain percentage of their total response
action costs. The EPA's authority to enter into mixed funding agreements is provided under CERCLA
Section 111(a) (2). Under CERCLA Section 122(b)(1), as amended by SARA, PRPs may assert a claim
against the Superfund Trust Fund for a portion of the costs they incurred while conducting a preauthorized
response action agreed to under a mixed funding agreement. As of September 30, 2017, the EPA had 4
outstanding preauthorized mixed funding agreements with obligations totaling $1.4 million. As of September
30, 2016, the EPA had 4 outstanding preauthorized mixed funding agreements with obligations totaling $4.7
million. A liability is not recognized for these amounts until all work has been performed by the PRP and has
been approved by the EPA for payment. Further, the EPA will not disburse any funds under these
agreements until the PRP’s application, claim and claims adjustment processes have been reviewed and
approved by the EPA.

Note 24. Custodial Revenues and Accounts Receivable

FY 2017 FY 2016
Fines, Penalties and Other Miscellaneous Receipts $ 1,581,014 $ 98,926
Accounts Receivable for Fines, Penalties and Other
Miscellaneous Receipts:
Accounts Receivable 149,522 195,188
Less: Allowance for Uncollectible Accounts (124,493) (150,599)
Total $ 25,029 $ 44,589
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The EPA uses the accrual basis of accounting for the collection of fines, penalties and miscellaneous
receipts. Collectability by the EPA of the fines and penalties is based on the respondents’ willingness and
ability to pay.

In FY 2017, Volkswagen paid a civil penalty to the EPA of $1.5 billion to resolve allegations that
Volkswagen violated the Clean Air Act by selling approximately 590 thousand model year 2009 to 2016
diesel motor vehicles equipped with “defeat devices” that circumvented emissions testing. These funds were
transferred to the U.S. Treasury on September 30, 2017.
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Note 25. Reconciliation of President’s Budget to the Statement of Budgetary Resources

Budgetary resources, obligations incurred and outlays, as presented in the audited FY 2017 Statement of
Budgetary Resources, will be reconciled to the amounts included in the FY 2017 Budget of the United States
Government when they become available. The Budget of the United States Government with actual numbers
for FY 2017 has not yet been published. We expect it will be published by early 2018, and it will be
available on the Office of Management and Budget website at Office of Management and Budget website at
https://www.whitehouse.gov/

The actual amounts published for the year ended September 30, 2016 are listed immediately below (dollars
in millions):

FY 2016 Budgetary Offsetting
Resources Obligations Receipts Net Outlays
Statement of Budgetary Resources $ 14,154 10,031 886 9,615
Reported in Budget of the U. S. $
Government 14,154 10,031 886 9,615

Note 26. Recoveries and Resources Not Available, Statement of Budgetary Resources

Recoveries of Prior Year Obligations, Temporarily Not Available, and Permanently Not Available on the
Statement of Budgetary Resources consist of the following amounts for September 30, 2017 and September

30, 2016:
FY 2017 FY 2016
Recoveries of Prior Year Obligations - Downward adjustments of
prior years’ obligations $ 330,486 $ 234,361
Temporarily Not Available - Rescinded Authority (10,555) (2,855)
Permanently Not Available:
Payments to Treasury - (34)
Rescinded authority (90,348) (40,000)
Canceled authority (46,483) (13,589)
Total Permanently Not Available $ (136,831) $§  (53,623)

Note 27. Unobligated Balances Available

Unobligated balances are a combination of two lines on the Statement of Budgetary Resources: Apportioned,
Unobligated Balances and Unobligated Balances Not Available. Unexpired unobligated balances are
available to be apportioned by the OMB for new obligations at the beginning of the following fiscal year.
The expired unobligated balances are only available for upward adjustments of existing obligations.

The unobligated balances available consist of the following as of September 30, 2017 and September 30,

2016:
FY 2017 FY 2016
Unexpired Unobligated Balance $ 4,154,577 $ 4,122,735
Expired Unobligated Balance 92,649 119,316
Total $ 4,247,226 $ 4,242,051
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Note 28. Undelivered Orders at the End of the Period

Budgetary resources obligated for undelivered orders at September 30, 2017 and September 30, 2016 were
$8.32 billion and $8.26 billion, respectively.

Note 29. Offsetting Receipts

Distributed offsetting receipts credited to the general fund, special fund, or trust fund receipt accounts offset
gross outlays. For September 30, 2017 and September 30, 2016, the following receipts were generated from
these activities:

FY 2017 FY 2016
Trust Fund Recoveries $ 49,379) $ 30,833
Special Fund Environmental Service 23,222 23,577
Trust Fund Appropriation 1,135,527 811,684
Miscellaneous Receipt and Clearing Accounts 83 20,359
Total $ 1,109453 § 886,453

Note 30. Transfers-In and Out, Statement of Changes in Net Position
A. Appropriation Transfers, In/Out:

For September 30, 2017 and September 30, 2016, the Appropriation Transfers under Budgetary Financing
Sources on the Statement of Changes in Net Position are comprised of non-expenditure transfers that affect
Unexpended Appropriations for non-invested appropriations. These amounts are included in the Budget
Authority, Net Transfers and Prior Year Unobligated Balance, and Net Transfers lines on the Statement of
Budgetary Resources. Details of the Appropriation Transfers on the Statement of Changes in Net Position
and reconciliation with the Statement of Budgetary Resources follow for September 30, 2017 and September
30, 2016:

FY 2017 FY 2016

Fund/Type of Account
Net Transfers from Invested Funds $ 1,195,715 g 1,183,737
Transfer from LUST to DOT Highway Trust Fund 93,100 100,000
Transfers to Another Agency 870 981
Allocations Rescinded 6,900 -

Total of Net Transfers on Statement of Budgetary Resources $ 1,296,585 § 1,284,718
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B. Transfers In/Out Without Reimbursement, Budgetary:

For September 30, 2017 and September 30, 2016, Transfers In/Out under Budgetary Financing Sources on
the Statement of Changes in Net Position consist of transfers between EPA funds. These transfers affect
Cumulative Results of Operations. Details of the transfers-in and transfers-out, expenditure and non-
expenditure, follow for September 30, 2017 and September 30, 2016:

FY 2017 FY 2016

Fund from Fund from

Dedicated Other Dedicated Other

Collections Funds Collections Funds
Type of Transfer/Funds
Transfers-in (out) non-expenditure, Earmark to S&T and OIG
funds Capital Transfer $ (24,274) 24,041 § (28,789) 28,789
Transfers-in non-expenditure, Oil Spill (18,209) - (18,209) -
Transfers-in (out) non-expenditure, Superfund 54,464 - (43,402) -
Transfers-in non-expenditure, NRDA (870) - - -
Transfer-out LUST 100 - 100,000 -
Total Transfer in (out) without Reimbursement, Budgetary $ 13,211 24041 § 9,600 28,789

Note 31. Imputed Financing

In accordance with SFFAS No. 5, “Accounting for Liabilities of the Federal Government,” Federal agencies
must recognize the portion of employees’ pensions and other retirement benefits to be paid by the OPM trust
funds. These amounts are recorded as imputed costs and imputed financing for each Agency. Each year the
OPM provides Federal agencies with cost factors to calculate these imputed costs and financing that apply to
the current year. These cost factors are multiplied by the current year’s salaries or number of employees, as
applicable, to provide an estimate of the imputed financing that the OPM trust funds will provide for each
Agency. The estimates for FY 2017 were $77.3 million. For FY 2016, the estimates were $116.4 million.

SFFAS No. 4, “Managerial Cost Accounting Standards and Concepts” and SFFAS No. 30, “Inter-Entity Cost
Implementation,” requires Federal agencies to recognize the costs of goods and services received from other
Federal entities that are not fully reimbursed, if material. The EPA estimates imputed costs for inter-entity
transactions that are not at full cost and records imputed costs and financing for these unreimbursed costs
subject to materiality. The EPA applies its Headquarters General and Administrative indirect cost rate to
expenses incurred for inter-entity transactions for which other Federal agencies did not include indirect costs
to estimate the amount of unreimbursed (i.c., imputed) costs. For FY 2017 total imputed costs were $22.2
million.

In addition to the pension and retirement benefits described above, the EPA also records imputed costs and
financing for Treasury Judgment Fund payments made on behalf of the Agency. Entries are made in
accordance with the Interpretation of Federal Financial Accounting Standards No. 2, “Accounting for
Treasury Judgment Fund Transactions.” For FY 2017 entries for Judgment Fund payments totaled $3.6
million. For FY 2016, entries for Judgment Fund payments totaled $5.9 million.
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Note 32. Payroll and Benefits Payable

Payroll and benefits payable to the EPA employees for the years ending September 30, 2017 and September
30, 2016 consist of the following:

Covered by Not Covered
Budgetary by Budgetary Total
Resources Resources
FY 2017 Payroll & Benefits Payable
Accrued Funded Payroll & Benefits $ 31,095 - 31,095
Withholdings Payable 32,311 - 32,311
Employer Contributions Payable-TSP 638 - 638
Accrued Unfunded Annual Leave - 141,588 141,588
Total — Current $ 64,044 141,588 205,632
FY 2016 Payroll & Benefits Payable
Accrued Funded Payroll and Benefits $ 40,899 - 40,899
Withholdings Payable 19,230 - 19,231
Employer Contributions Payable-TSP 597 - 597
Accrued Unfunded Annual Leave - 150,071 150,071
Total — Current $ 60,726 150,071 210,797

Note 33. Other Adjustments, Statement of Changes in Net Position

The Other Adjustments under Budgetary Financing Sources on the Statement of Changes in Net Position
consist of rescissions to appropriated funds and cancellation of funds that expired 7 years earlier. These
amounts affect Unexpended Appropriations.

Other Funds Other Funds

FY 2017 FY 2016
Canceled General Authority 123,824 53,501
Total Other Adjustments $ 123,824 § 53,501

Note 34. Non-Exchange Revenue, Statement of Changes in Net Position

Non-Exchange Revenue, Budgetary Financing Sources, on the Statement of Changes in Net Position as of
September 30, 2017 and September 30, 2016 consists of the following Funds from Dedicated Collections

items:
Funds from
Dedicated Collections Funds from Dedicated
FY 2017 Collections FY 2016
Interest on Trust Fund <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>